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ARIZONA CORPORATION COMMISSION

Application and Petition for Certificate of Convenience and Necessity to Provide
Intrastate Telecommunications Services

Mail original plus 13 copies of completed application to:

Docket Control Center

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007-2927

Please indicate if you have current applications pending
in Arizona as an Interexchange reseller, AOS provider,

or as the provider of other telecommunication services.

Type of Service: N/A

Docket No.: Date:

Type of Service:

Docket No.: Date:

For Docket Control Only:
(Please Stamp Here)

Date Docketed:

Date Docketed:

A. COMPANY AND TELECOMMUNICATION SERVICE INFORMATION

the appropriate box(s).

XOOOOO

(A-1)  Please indicate the type of telecommunications services that you want to provide in Arjzona and mark

Resold Long Distance Telecommunications Services (Answer Sections A, B).

Resold Local Exchange Telecommunications Services (Answer Seétions A, B, C).
Facilities-Based Long Distance Telecommunications Services (Answer Sections A, B, D).
Facilities-Based Local Exchange Telecommunications Services (Answer Sections A, B, C, D, E)
Alternative Operator Services Telecommunications Services (Answer Sections A, B)

Other See attached description of proposed service. (Please attach complete description)

21401

(A-2) The name, address, telephone number (including area code), facsimile number (including area code), ¢-
mail address, and World Wide Web address (if one is available for consumer access) of the Applicant:

NextGen Communications Inc. ¢/o TeleCommunication Systems Inc. 275 West Street Suite 400 Annapolis, MD

Phone: 410-349-7097 Fax: 410-295-1884 Web address: www.telecomsys.com
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http://www.telecomsys.com

(A-3) The d/b/a ("Doing Business As") name if the Applicant is doing business under a name different from
that listed in Item (A-2): N/A

(A-4)  The name, address, telephone number (including area code), facsimile number (including area code), and
E-mail address of the Applicant's Management Contact:

Mr. Kim Robert Scovill

Senior Director, Government Affairs

NextGen Communications, Inc. c/o TeleCommunication Systems, Inc
275 West Street Suite 400

Annapolis, MD 21401

Tel: 410-349-7097

Fax: 410-295-1884

E-mail: kscovill@telecomsys.com

(A-5)  The name, address, telephone number (including area code), facsimile number (including area code), and
E-mail address of the Applicant's Attorney and/or Consultant:

Mr. H. Russell Frisby, Jr.

Mr. Douglas E. Micheel
Stinson Morrison Hecker LLP
1150 18™ Street NW Suite 800
Washington, D.C. 20036-3816
Tel: 202-785-9100

Fax: 202-785-9163

E-Mail: rfrisby@stinson.com
E-mail: dmicheel@stinson.com

(A-6)  The name, address, telephone number (including area code), facsimile number (including area code), and
E-mail address of the Applicant's Complaint Contact Person:

Mr. Kim Robert Scovill

Senior Director, Government Affairs

NextGen Communications, Inc. c/o TeleCommunication Systems, Inc
275 West Street Suite 400

Annapolis, MD 21401

Tel: 410-349-7097

Fax: 410-295-1884

E-mail: kscovill@telecomsys.com

(A-7) What type of legal entity is the Applicant? Mark the appropriate box(s) and category.
D Sole proprietorship

D Partnership: Limited, General, Arizona, Foreign
l:} Limited Liability Company: Arizona, Foreign
Corporation: “5§7, X “C, Non-profit
1
L1
07/09/09
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Other, specify:

(A-8) Please include "Attachment A”:
Attachment “A” must include the following information:
1. A copy of the Applicant's Certificate of Good Standing as a domestic or foreign corporation, LLC,
or other entity in Arizona.

2. A list of the names of all owners, partners, limited liability company managers (or if a member
managed LLC, all members), or corporation officers and directors (specify). NextGen is a wholly
owned subsidiary of TeleCommunication Systems, Inc. ("TCS™). TCS is a publicly traded
company. See information attached to Attachment A-19 detailing NextGen's officers and directors.

3. Indicate percentages of owhership of each person listed in A-8.2. TCS owns 100% of NextGen's
outstanding stock. ~

(A-9) Include your Tariff as "Attachment B".

Your Tariff must include the following information:

1. Proposed Rates and Charges for each service offered (reference by Tariff page number). See tariff
page number 21

2. Tariff Maximum Rate and Prices to be charged (reference by Tariff page number). See Tariff page
number 21.

3. Terms and Conditions Applicable to provision of Service (reference by Tariff page number). See
page numbers 22-24.

4. Deposits, Advances, and/or Prepayments Applicable to provision of Service (reference by Tariff
page number). See page 23.

5. The proposed fee that will be charged for returned checks (reference by Tariff page number). See
page 23.

Due to the special and limited services offered by NextGen, and the requirement the customer be a carrier or a
governmental agency, the proposed rates and charges will be provided for on an individual contract basis ("ICB").

See Original pages 21 through 24.

(A-10) Indicate the geographic market to be served:
@ Statewide. (Applicant adopts statewide map of Arizona provided with this application).

,:l Other. Describe and provide a detailed map depicting the area.

(A-11) Indicate if the Applicant or any of its officers, directors, partners, or managers has been or are currently
involved in any formal or informal complaint proceedings pending before any state or federal regulatory
commission, administrative agency, or law enforcement agency. N/A

Describe in detail any such involvement. Please make sure you provide the following information:
1. States in which the Applicant has been or is involved in proceedings.
2. Detailed explanations of the Substance of the Complaints.

3. Commission Orders that resolved any and all Complaints.

07/09/09
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4. Actions taken by the Applicant to remedy and/or prevent the Complaints from re-occutring.

(A-12) Indicate if the Applicant or any of its officers, directors, partners, or managers has been or are currently
involved in any civil or criminal investigation, or had judgments entered in any civil matter, judgments levied by
any administrative or regulatory agency, or been convicted of any criminal acts within the last ten (10) years. N/A

Describe in detail any such judgments or convictions. Please make sure you provide the following
information:

1. States involved in the judgments and/or convictions.

2. Reasons for the investigation and/or judgment.

3. Copy of the Court order, if applicable.

(A-13) Indicate if the Applicant's customers will be able to access alternative toll service providers or resellers
via 1+101XXXX access.

D Yes IX No NextGen will not be offering the type of long
- distance services applicable to this question.

(A-14) Is Applicant willing to post a Performance Bond? Please check appropriate box(s).

D For Long Distance Resellers, a $10,000 bond will be recommended for those resellers who collect
advances, prepayments or deposits.

I:] Yes @ No

If "No", continue to question (A-15).

D For Local Exchange Resellers, a $25.000 bond will be recommended.

Yes m No
If "No", continue to question (A-15).

l_—_l For Facilities-Based Providers of Long Distance, a $100,000 bond will be recommended.

D Yes No

If "No", continue to question (A-15).

,___l For Facilities-Based Providers of Local Exchange, a $100,000 bond will be recommended.

D Yes Xl No

If any box in (A-14) is marked "No", continue to question (A-~15).

Note: Amounts are cumulative if the Applicant is applying for more than one type of service.

07/09/09
DB04/837404.0002/2131145.1 WP14



(A-15) Ifany box in (A-14) is marked "No", provide the following information. Clarify and explain the
Applicant's deposit policy (reference by tariff page number). Provide a detailed explanation of why the
Applicant's superior financial position limits any risk to Arizona consumers. Some of the important purposes of
deposits are to protect residential customers who may have made deposits for service or prepaid services from the
unexpected closure or withdrawal from service of a carrier. NextGen does not serve residential customers.
NextGen's deposit policy is found on Original page 23 Section 4 D of its proposed tariffs. As noted, because of
the special and limited services offered by NextGen, and the fact that the customer must be a carrier or
governmental agency, Arizona customers will not see any financial risk. Moreover, as demonstrated by the
financial information attached to Attachment D, NextGen possesses adequate financial resources to limit any risk
that may arise.

(A-16) Submit copies-of affidavits of publication that the Applicant has, as required, published legal notice of
the Application in all counties where the Applicant is requesting authority to provide service.

Note: For Resellers, the Applicant must complete and submit an Affidavit of Publication Form as Attachment
“C” before Staff prepares and issues its report. Refer to the Commission’s website for Legal Notice Material
(Newspaper Information, Sample Legal Notice and Affidavit of Publication). For Facilities-Based Service
Providers, the Hearing Division will advise the Applicant of the date of the hearing and the publication of legal
notice. Do not publish legal notice or file affidavits of publication until you are advised to do so by the Hearing
Division.

(A-17) Indicate if the Applicant is a switchless reseller of the type of telecommunications services that the
Applicant will or intends to resell in Arizona:

D Yes |>__<J No

If "Yes", provide the name of the company or companies whose telecommunications services the
Applicant resells.

(A-18) List the States in which the Applicant has had an application approved or denied to offer
telecommunications services similar to those that the Applicant will or intends to offer in Arizona: The following
states have all approved similar applications for NextGen: Iowa, Michigan, Utah, Virginia, Indiana, Vermont,
Oregon, Massachusetts, and Illinois. TeleCommunication Systems, Inc. ("TCS") is certified to offer services in
California, Florida, Minnesota, Tennessee, Texas, and Washington. Neither NextGen nor TCS have ever been

denied certification.

Note: If the Applicant is currently approved to provide telecommunications services that the Applicant intends to
provide in Arizona in less than six states, excluding Arizona, list the Public Utility Commission (“PUC”) of each
state that granted the authorization. For each PUC listed provide the name of the contact person, their phone
number, mailing address including zip code, and e-mail address.

07/09/09
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(A-19) List the States in which the Applicant currently offers telecommunications services similar to those that
the Applicant will or intends to offer in Arizona. Although approved to provide service in the states listed in
response to A-18, NextGen is not currently providing service in any of those jurisdictions.

Note: If the Applicant currently provides telecommunication services that the Applicant intends to provide in
Arizona in six or more states, excluding Arizona, list the states. If the Applicant does not currently provide
telecommunications services that the Applicant intends to provide in Arizona in five or less states, list the key
personnel employed by the Applicant. Indicate each employee’s name, title, position, description of their work
experience, and years of service in the telecommunications services industry. See attachment A-19 listing key
personnel of NextGen.

(A-20) List the names and addresses of any alternative providers of the service that are also affiliates of the
telecommunications company, as defined in R14-2-801. TeleCommunication Systems, Inc. is the parent of
NextGen. As noted in the response to A-18 TCS is certified to provide service in six states.

(A-21) Check here if you wish to adopt as your petition a statement that the service has already been classified
as competitive by Commission Decision:

l:l Decision # 64178 Resold Long Distance
[ ] Decision #64178 Resold LEC
'___l Decision # 64178 Facilities Based Long Distance

Decision # 64178 Facilities Based LEC

B. FINANCIAL INFORMATION

(B-1) Indicate if the Applicant has financial statements for the two (2) most recent years.

D Yes ,zl No

If "No," explain why and give the date on which the Applicant began operations.

NextGen processes sufficient financial ability to provide service in the State of Arizona. NextGen is wholly
owned subsidiary of TeleCommunication Systems, Inc. ("TCS™), a public company (NASDAQ: TSYS).
Therefore, NextGen uses consolidated accounting with its parent TCS and does not make public a separate
income statement or balance sheet. However, due to its consolidated financial strength, NextGen possesses
sufficient financial ability to provide reliable and financially stable service in the State of Arizona, as
demonstrated in Attachment D.

(B-2) Include "Attachment D".

Provide the Applicant's financial information for the two (2) most recent years.

07/09/09
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A copy of the Applicant's balance sheet.

A copy of the Applicant's income statement.

A copy of the Applicant's audit report.

A copy of the Applicant's retained earnings balance.

A copy of all related notes to the financial statements and information.

Note: Make sure “most recent years” includes current calendar year or current year reporting period.

B3)

Indicate if the Applicant will rely on the financial resources of its Parent Company, if applicable.

NextGen is a wholly owned subsidiary of TeleCommunication System, Inc. ("TCS"). NextGen uses consolidated
G.A.A.P. accounting with its parent TCS and does not make public a separate income statement or balance sheet.
NextGen's finances are identical to its parent company's. Attachment D demonstrates that NextGen possesses
sufficient financial resources to provide the services it proposes in this application competently and effectively.

®B4)

The Applicant must provide the following information.

1.

Provide the projected total revenue expected to be generated by the provision of telecommunications
services to Arizona customers for the first twelve months following certification, adjusted to reflect
the maximum rates for which the Applicant requested approval. Adjusted revenues may be
calculated as the number of units sold times the maximum charge per unit.

NextGen is a wholly owned subsidiary of TeleCommunication System, Inc. ("TCS"). NextGen uses
consolidated G.A.A.P. accounting with its parent TCS and does not make public a separate income
statement or balance sheet. NextGen's finances are identical to its parent company's. Attachment D
demonstrates that NextGen possesses sufficient financial resources to provide the services it
proposes in this application competently and effectively. Similarly, assets are shared and fully
accounted for in TCS' public filings as required by securities regulations.

Provide the operating expenses expected to be incurred during the first twelve months of providing
telecommunications services to Arizona customers following certification.

Provide the net book value (original cost less accumulated depreciation) of all Arizona jurisdictional
assets expected to be used in the provision of telecommunications service to Arizona customers at
the end of the first twelve months of operation. Assets are not limited to plant and equipment. Items
such as office equipment and office supplies should be included in this list.

If the projected value of all assets is zero, please specifically state this in your response.

If the projected fair value of the assets is different than the projected net book value, also provide
the corresponding projected fair value amounts.

07/09/09
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C. RESOLD AND/OR FACILITIES-BASED LOCAL EXCHANGE TELECOMMUNICATIONS
SERVICES

(C-1) Indicate if the Applicant has a resale agreement in operation,

[] ves X

If "Yes", please reference the resale agreement by Commission Docket Number or Commission Decision
Number.

D. FACILITIES-BASED LONG DISTANCE AND/OR FACILITIES BASED LOCAL EXCHANGE
TELECOMMUNICATIONS SERVICES

(D-1) - Indicate if the Applicant is currently selling facilities-based long distance telecommunications services
AND/OR facilities-based local exchange telecommunications services in Arizona. This item applies to an
Applicant requesting a geographic expansion of their CC&N:

D Yes JZ[ No

If "Yes," provide the following information:

1. The date or approximate date that the Applicant began selling facilities-based long distance
telecommunications services AND/OR facilities-based local exchange telecommunications services -
in Arizona.

2. Identify the types of facilities-based long distance telecommunications services AND/OR facilities-
based local exchange telecommunications services that the Applicant sells in Arizona.

If "No," indicate the date when the Applicant will begin to sell facilities-based long distance
telecommunications AND/OR facilities-based local exchange telecommunications services in Arizona.

Given the unique nature of the services that NextGen is seeking to provide in Arizona, NextGen never
intends to offer the type of services contemplated by this question. Please see description of services
attached in response to question A-1.

E. FACILITIES-BASED LOCAL EXCHANGE TELECOMMUNICATIONS SERVICES

(E-1) Indicate whether the Applicant will abide by the quality of service standards that were approved by the
Commission in Commission Decision Number 59421:

W Yes, to the extent applicable. No
P

(E-2) Indicate whether the Applicant will provide all customers with 911 and E911 service, where available,
and will coordinate with incumbent local exchange carriers ("ILECs") and emergency service providers to

provide this service:

@ Yes D No

07/09/09
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(E-3)  Indicate that the Applicant's switch is "fully equal access capable” (i.e., would provide equal access to
facilities-based long distance companies) pursuant to A~A.C. R14-2-1111 (A): .
D Yes @ No, NextGen will not be providing switched long distance/toll
service to residential or business end user customers.

I certify that if the applicant is an Arizona corporation, a current copy of the Articles of
Incorporation is on file with the Arizona Corporation Commission and the applicant holds a
Certificate of Good Standing from the Commission. If the company is a foreign corporation or
partnership, I certify that the company has authority to transact business in Arizona. I certify that all
appropriate city, county, and/or State agency approvals have been obtained. Upon signing of this
application, I attest that I have read the Commission's rules and regulations relating to the
regulations of telecommunications services (A.A.C. Title 14, Chapter 2, Article 11) and that the
company will abide by Arizona state law including the Arizona Corporation Commission Rules. I
agree that the Commission’s rules apply in the event there is a conflict between those rules and the
company’s tariff, unless otherwise ordered by the Commission. I certify that to the best of my
knowledge the information provided in this Application and Petition is true and correct.

-

(Signaé@re of Authorized Representative)

///zc /10
K‘A« /2056/’VJ/~JCO Vi

(Print Name of Authorized Representative)

(Date)

Je. Dina CTI&
(Title)

2y — Ny
SUBSCRIBED AND SWORN to before me this o2z day of _JPN ua;zbf 2010

7
Gk
J

Theresa Mackey

07/09/09 Notary Pubic, Distri ;
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NOTARY PUBLIC




My Commission Expires 8’/ L/ QO | O
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Supplemental Answer to A-1

NextGen seeks certification so that it may aggregate and transport emergency local, VoIP,
telemetric, PBX, and mobile E9-1-1 traffic, manage and transmit location and calling number
data, and provide call routing management for the delivery of emergency calls to PSAPs
throughout Arizona. NextGen's services are used by large wireless carriers, VoIP providers,
cable TV system operators who provide telecommunications services and/or VoIP, telemetric
operators, PBX users, and mobile voice service providers. NextGen does not provide long
distance voice toll services or local exchange voice dial tone services and does not intend to
provide such services. However, in order to aggregate and transport emergency calls, NextGen
may require the same sort of interconnection and collection made available to certificated
Competitive Local Exchange Carriers ("CLECs").

In addition, certification will enable NextGen to acquire and manage pANI numbering resources,
which are essential to routing emergency calls, pursuant to the Federal Communications
Commission’s (“FCC’s”) directive of September 8, 2006 which states that CLEC certification is
now required for pANI management. Furtherance of this FCC objective and of the availability
of competitive sources for emergency call routing and management are in the public interest.

DB04/837404.0002/2332093.1 WP14
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“NextGen Communications, Inc. and TeleCommunication Systems, Inc.

Personnel BiOs

LIST OF OFFICERS AND DIRECTORS

NextGen Company Directors

Maurice B. Tosé
Chairman of the Board, Chief Executive Office, and President

Thomas M. Brandt, Jr.
Senior Vice President and Chief Financial Officer

NextGen Key Company Officers

Maurice B. Tosé ' :
Chairman of the Board, Chief Executive Officer, and President

Thomas M. Brandt, Jr.
Senior Vice President and Chief Financial Officer

Bruce White
Vice President, General Counsel & Secretary




Maurice B. Tosé, Chairman of the Board, Chief Executive Officer, and President of TCS
and President and CEO of NextGen Communications, Inc.

Maurice B. Tosé founded TeleCommunication Systems (TCS) in 1987, initially as a military
contractor for software development and network projects. Since then, TCS has evolved into a

‘leader in wireless messaging and location technology. Today, TCS is delivering the essential

software, services, and solutions to wireless telecommunication carriers that enable people to
better manage their mobile lifestyle.

Since its inception, the company has experienced significant growth, from generating $28
million in revenues during its first 10 years to $58.1 million in revenues in 2000.- The company
has grown to more than 500 employees based principally in Annapolis, Seattle and Tampa. In
August of 2000, TCS launched itself as a public company with a successful Initial Public
Offering (IPO) raising $92 million.

Mr. Tosé graduated from the United States Naval Academy with a Bachelor of Science degree
in Operations Analysis. Following his graduation, he served on active duty in the United States
Navy for eight years in posts throughout the United States, rising to the rank of Lieutenant.
Tours of duty at sea included USS Bagley as Damage Control Assistant and as the Operations
Officer on USS Mauna Kea, where he was responsible for the operations and maintenance of
all voice and data communications. After his service at sea, Mr. Tosé returned immediately to
the Naval Academy as an instructor. For more than 10 years, Mr. Tosé has been an active
member of the Naval Reserves, attaining the rank of Commander, including an extensive
assignment to the staff of the United States Secretary of Defense.

Prior-to founding TCS, Mr. Tosé was the Director of Department of Defense Programs for
Techmatics, Inc., headquartered in Silver Spring, Maryland. At Techmatics, Mr. Tosé was
responsible for the marketing and management of systems integration contracts for the DoD.
These contracts involved the installation, maintenance, personnel fraining and integrated
logistics support for turnkey communications systems.

With over 21 years of experience providing technical solutions through operations research
techniques in engineering, telecommunications, complex automated data processing and
wireless systems, Mr. Tosé and his company have been recognized through the receipt of
numerous awards including 2000 and 1997 Ernst & Young Entrepreneur of the Year finalist, The
Lamond Godwin Bridge Builders Award for Exceflence in Minority Business Relations, The
national Association of Black Telecommunication Professional’s Granville T. Woods Award for
Outstanding Achievement, The AT&T Spectrum Award for Innovators, three-time winner of the
Greater Washington Technology Fast 50 Award, two-time winner of the Maryland Fast 50
Award, the national Technology Fast 500 Award, five times included in the Black Enterprise Top
100, and the Government Computer News Industry Information Technology Award.

Additionally, Mr. Tosé is a member of numerous professional organizations including the
Wireless Data Forum, AT&T's Diversity Roundtable, the {nternational Engineering Consortium

and the Intelligent Network Forum.

Richard A. Young, Executive Vice President and Chief Operating Officer

Mr. Young directs all day-to-day activities in the company including goal setting, performance
monitoring, and deployment of key personnel. Mr. Young joined TCS in 1992. He has over
twenty-seven years of experience in technology management, with in-depth technical



experience in hardware and software life cycle program management. Prior to TCS, Mr. Young
worked as Senior Manager for ICF Information Technology, Inc. where he was responsible for
managing over thirty technical staff in designing and developing applications to customer
specifications. From 1986 to 1989, Mr. Young was the Director of the Information Systems
Department of the Navy Recruiting Command where he managed over seventy technical
employees and was responsible for the information management requirements of the
nationwide recruiting force. Mr. Young holds a B.S. degree in Engineering from the U.S. Naval
Academy and holds a Master of Science degree in Information Technology from the Naval
Postgraduate School.

Thomas M. Brandt, Jr., Senior Vice President and Chief Financial Officer of TCS and
NextGen Communications, Inc. ,

As Chief Financial Officer, Mr. Brandt is responsible for the Company’s financial management,
reporting, controls, accounting, and administration. Mr. Brandt joined TCS in early 1997. He has
twenty-seven years experience in finance and accounting. Mr. Brandt was previously Senior
Vice President and CFO of DIGEX, Inc., an Internet service provider, where he helped lead its
1996 IPO. His experience includes twelve years with Price Waterhouse, and services as CFO or
controller of other corporations including Easco Corporation, a Fortune 500 company listed on
the New York Stock Exchange. He serves on the Boards of Antenna Research Associates, Inc.,
a private technology company. He is a CPA with an AB from Duke University and an MBA from
the Wharton School of the University of Pennsylvania.

Dan Allen, Senior Vice President, Service Bureau Operations

As Senior Vice President of Service Bureau Operations for TeleCommunication Systems, Dan
has responsibility for Wireless E9-1-1 operations, Wireline E9-1-1- operations, Voice-over-
Internet Protocol (VolP) E9-1-1 operations, hosted location services, and data center operations
and for ensuring that the Company maintains its enviable record of reliability through 1SO 9001

and TL 9000.

Dan has over 30 years experience in telecommunications in senior management positions,
including over 13 years in wireline systems management and over 17 years in the cellular
industry. He has been responsible for multiple telecommunication company start-ups in the
U.S. and internationally. After a long and successful career with United Telephone, Dan was
President and CEO of Airbiquity, a wireless software company providing the automotive industry
with major telematics applications. Dan was previously President of Nextel for the Mid-Atlantic
Area where he had complete responsibility for all aspects of the implementation and operation
of the IDEN® digital wireless communication company including Washington, D.C., Northern
Virginia, Maryland, Pennsyivania, Delaware, and New Jersey, covering 15 million subscribers.
Prior to that he held positions as Vice President of Operations for both Time Warner
Telecommunications and Bell South International where he started companies both

domestically and abroad.
Bruce A. White, Esq., Vice President, General Counsel and Secretary

Mr. White directs all of the legal and regulatory functions for TeleCommunication Systems, Inc.
(TCS) and its subsidiaries. His 14 years of experience at TCS includes: developing TCS's in-
house legal function as an integral part of this telecommunication infrastructure software
provider focused on profit optimization and risk management; Board of Directors management;
all SEC reporting; acquisition and litigation management; confract negotiations; IP protections;
and management of Human Resources, facilities and security functions.




In his role, Bruce works closely with CEC and CFO on corporate financing and capitalization,
debt restructure, venture funding, and managed TCS'’s IPO in 2000. His securities’
responsibilities include serving as Corpaorate Secretary and primary interface with Board of
Directors, preparing documents and advising on offerings pursuant to the Securities Act of 1933
and preparing 10-K, 10-Q, proxy statements, annual reports, insider trading restrictions, and
other public reporting and disclosures under the Securities Exchange Act of 1934 and
Sarbanes-Oxley Act. Mr. White must select and manage outside counsel and manage litigation,
Draft and negotiate international, domestic and government contracts, and also manages the

contracts department. '

He received his J.D. degree from the University of Baltimore and has a B.B.A,, Finance, cum
laude, from the University of Georgia. He is a member in good standing with the Maryland Bar,
and is a member of the American Bar Association, Maryland Bar Association, Association of

Corporate Counsels.

Richard H. Dickinson, Senior Director, Public Safety of TCS and NextGen
Communications, Inc.

Richard (Dick) Dickinson has over eighteen years experience in wireless telecommunications,
project management, and communications center management. He has built wireless networks
nationally and internationally, managing site acquisition and zoning, construction, and
warehouse logistics. Dick has managed the communications center for the University of
Washington, a 24X7 emergency response center. He has participated in all aspects of wireless
Phase I and Phase [l E9-1-1 deployments, usually in a lead role for most FOAs and trail blazing
deployments for various technologies. With the emergence of VolP, Dick applied his knowledge
of £9-1-1 to develop and patent the E9-1-1 solution for nomadic VolP which has become the
basis for the NENA i2 standard. He is active in various industry forums and standards bodies,
including NENA, APCO, NRIC7, ESIF, and is Chair of the E9-1-1 Institute VolP Subcommittee
for Policy. Dick received his Masters Degree in International Studies from Pacific Lutheran
University and his Bachelors Degree from the United States Military Academy.
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COMMISSIONERS
- MICHAEL P, KEARNS
WSTN&S&H%C%MMM Interdm Executive Director
- PAUL NEVWAN
SANDRA D. KRYNEDY LNDA AISHER
- BOB sTUMP Directot, Corporations Divislon

ARIZONA CORPORATION COMMISSION

February 3, 2009

CORPORATION SERVICE COMPANY
2338 W ROYAL PALMRD, STEJ
PHOENIX, AZ 85021

RE: NEXTGEN COMMUNICATIONS, INC.
File Number: F15031201

We are pleased to notify you that the Application for Authority to transact business or
conduct affairs in Arizona for the above-referenced entity HAS BEEN APPROVED.

You must publish a copy of the Application for Authority. The publication must be in a
newspaper of general circulation in the county of the known place of business in Arizona
for three consecutive publications. A list of acceptable newspapers in each county is
enclosed and is also posted on the Commission website. Publication must be completed
WITHIN 60 DAYS after February 3, 2009, which is the date the document was approved
for filing by the Commission. The corporation may be subject to revocation of authority
if it fails to publish. You will receive an Affidavit of Publication from the newspaper,
and you may file it with the Commission.

Corporations are required to file an Annual Report with the Commission., Your Annual Report is
due on 01/30/2010, and on the anniversary of that date each subsequent year. You may receive a
postcard reminding you to file, but even if you don’t, it is your responsibility to file the '
corporation’s. Annual Report by the deadline each year. You can visit our website at
www.azcc.gov/divisions/corporations to electronically file your annual report. You can also
complete the form online, print it out and mail it in, or you can call the Annual Reports section at

602-542-3285.

Corporations must notify the Commission immediately, in writing, if they change their
corporate address, statutory agent, or statutory agent address. Address change orders

~must be signed by a duly authorized corporate officer. A forwarding order placed with

the U.S. Postal Service is not sufficient to change your address with the Commission.

‘We strongly recommend you periodically monitor your corporation/Es record with the
Commission, which can be viewed at www.azcc.gov/Divisions/Corporations. If you
have questions or need further information please contact us at (602) 542-3026 in
Phoenix, (520) 628-6560 in Tucson, or Toll Free (Arizona Residents only) at 1-800-345-

5819.

Sincerely,
Enrique Lira
Examiner, Corporations Division

CE.07
REV. 0172009

1300 WEST WASHINGTON, PHOENIX, ARZONA 85007-2929 / 400 WEST CONGRESS S8TREET, SUITE #221, TUCSON, ARIZONA 867014347
www.ezee.goy - 602-542-3028
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CF: 0024
Rev: 082008

TO TRANSACT BUSINESS
. IN ARIZONA
Pursuant io A R.S. Title 10, Chapter 15 and 38

The name of the corporation ls:  NextGen Communications, Inc.

A(n) Maryland C arporation
{State, Pravince or Country)

X __ We are a forefgn corporation applying for authority to transact business in the stafs of
Arizona,

1. The exact name of the foreign corporation Is:
NextGen Communications, Ino.

1

If the exact name of the forelgn corporation Is not avallable for tise In this state, then the
fictitious name adopted for usa by the corporation in Arizona is:

(FN).

2. The name of ihie state, province or country In which the foreign corporation is incorporated is:
Marylard -

3. The foreign corporstion was Incorporated on the 2781 day of_October
2008 and the pariod of its duration Is; Perpetusl

4. The street addrass of the principal office of the forelgn corporation in the stats, provines or
country of Its Incorporation is:

275 West Strect

Suite 400

Annapolis, Maryland 21401

B. The name and stroef address of the statutory agent for the foreign corporation in Arizona is:
Corporation Service Company

2338 West Royal Palm Road, Suite J

Phoenix, AZ 85021

Arizona Coporatian Comshilssion
Comporations Division




D0 NOT PUBLISBH
THIS SECTION

§.b. Indicate o
which address the
Annuzt Report
should ba mailad.

8. K the purpose of
your cosporation has
any imitations
pleaso indicate,

i not, state no
limitations or leave
blank.

8. The tolal number
of authotized shares
cannot be ‘zero’ or
NA'. kciude
authorized, not
issued shares In this
section.

8. The foreign corparation Is authorized to issue_1000

CF:0124
Raey; 082008

5.a. The street address of the known place of business ofmeforelén corporalion in Artzona
IF DIFFERENT from the strest address of the stalutory agent is:

8.b. The Annual Report and generaf correspondeme should be malled to the addnass
specified above Insection4 ¥ or 5

6. The purpase of the corporation Is to engage in any and all fawful business in which
corporallons may engage In the stats, province oF counfry under whosae law the foreign
corporation {s incorporated, with the following limitations i any:

None

7. ‘The namas and business addresses of the curent directors end officers of the foreign
cotporation are: (Attach additional sheets if necesaary.)

Nama: Maurice B. Tose _ President end Director
Address: 275 West Strest
City, State, Zip Armapoliz, MD 21401

__{atle]

Name: Thomas M. Brandt, 5. . Treasurer nd Director [fitie)
Address; 275 West Street

Cty, State, Zip_Anuspolis, MD 21401

Name: Bruce A. White . Secretary fittie}
Addrags: 275 West Street

Clty, State, Zip, Annapolis, MD 2140}

shares, ltemized as follows:
(Attach additional sheets if nacassary,)

1000 shares of_tommon [class or series] stock at
o par value or par valus of $_.00} per share.
sheres of __[clzes or serias] stock at
no par valee or par value of §, per share,
shares of fclass or series] stock at
no par value or par value of § pet share.

Arvora Corporation Commission
Cotporations Division
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cannot be WA,

The Applicetion
must be
accompanited by
tha following:

®A Certificate of
Disclosure,
executed within

30 days of delivery
to the Commission
by a duly
authorized officer

@A cestified copy
of your erticles of
incotporation, all
amendments and
merngers (AZ
Const, Art. XIV,
§8)anda
certificate of
exisfence or
document of
similar Import duly
authenticated
{within 60 days) by
the official having
custxdy of
corporate records
n the siale,
province or country
under whose laws
the corporation is
incorporated.

The agent must
congent to tha
appolntment by
exaouting the
consent..

CF.00R4
Rav: 08/2008

8, The foreign corporation has fssued 1000 shares, temized as follows:
1600 shares of_oommon Jclass or series] stock at
___no par value of par value of §_001 _per share,
shares of__. __Iciass or sertes) stock at
o par value or par vajue of § per share,
shares of {class or series] stook at
ne par value or par valus of § per share,

10. The character of business the forelgn corporation inltiafly Intends to conduct in Arizona is:

1P based communications services

Dated this 138 day of Januasy

Exscuted by
Authotized Officer or Director

Bruce A. White, Secretary

[print neyne]

[itie]

pHONE 410-263-7616
{optionaf]

FAX
{optional}

ACCEPTANCE OF APPOINTMENT BY STATUTORY AGENT
The undersignad hereby acknowiedges and acocepts fhe appointment as staiutory agent of this corporation

effective this day of

Corad Db

Signatura

Carol Dolor, Assistant VP
[Prind Name]

Corporation Service Cmnpany
[if signing on hebhalf of a company serving as
statutory egent, print company name hsre}

Arizona Corppradion Commigsion
Corporafions Divistan



PROFIT
CERTIFICATE OF DISCLOSURE
Pursuant to A.R.S. §10-202. (D).

NextGen Communications, Inc,
EXACT CORPORATE NAME

A. Has any person serving sither by election or appointment as officer, director, trustes, incorporator and persons cantrolling or hokding over
10% of the issued and outstanding common shares o 10% of any other propristary, beneficial or membership Intarest in the corporation:

1. Bsen convicted of a felony Involving & transaction In securities, consumer frautd or anfitrust In any state or federal jurisdiction within the sevan-
year period immediately preceding the exacution of this Certificata? -

2. Been convicted of a felony, the essential elements of which consisted of fraud, misrepresentation, theft by false pretenses, orrestmint of trads
ormonopoly In any state or faderad jurisdiction within the ssven-year period immediataly preceding the exacution of this Certificate?

3. Been orare subject to an injunciion, judgment, datres or permanent order of any state or federat court entered within the seven-year pariod

- immediately preceding the execution of this Cartificate wherein such infunction, fudgment, decree or permansnt order:

(a) invoived the viclation of fraud or reglstrafion provisions of the sacurities laws of that jurisdiction; or
{b) lavolved the violation of the consumer fraud laws of that jurisdiction; or
{¢) involved the violation of the antitrust or restraint of trade laws of that furisdiction?

1. Full name, prior name(s) and aliases, If used. 6. The nature and description of each conviction or judicial action,
2. Full birth nama. date and location, the court and public agency Involved and fie or
3. Present home address, cause number of case,

4. Prioraddresses {for invmadiate precading 7-year petiod).
5. Date and location of birth,

C. Has any person setving as an officer, direcior, tusiae, ncorporator or holder of over twenty per cent of the isaued and outstanding common
shares of twenty par cent of any ofher propriatary, beneficlal or membership interest in the corporaion served in any such capacityorhetd a
tweanty per centinterest in srty other comoration in any jurizdiction on the bankrupiSy or receivership of tha other corporation?

Yes, HNo X
IF YOUR ANSWER TO THE ABOVE QUESTION IS "YES", YOU MUST ATTACH THE FOLLOWING INFORMATION FOR EACH CORPORATION;

1. Nama and address of the corporation, 4, Dates of corporate operation.
2. Fullnaxlm(”ndudhgahm)andaddmsofead\ 5. Date and case number of baniqupicy or receivership,
person invoived.
3. State(s) in which the corporation:
{8) Was incorporated. :
{b) Has transacted business.

Under penalties of law, the undersigned imcorporator{s)officer(s) declars(s) that l(we) have examinad this Certificate, including any
d 1o the bast of my{our) knowledge and bafief it is frue, corract and compiete, and hareby declare as indicated abave.

THE SIGNAH STBE WIFHIN THIRTY (30) DAYS OF THE DELIVERY DATE.
yi ‘ . BY,

PRINT NAME_Bruce A. White PRINT NAME

TITLE Secretaty DATE _1/29/09 TITLE DATE

DONMESTIC CORPORATIONS: ALL INCORPORATORS MUST SIGN THE INITIAL CERTIFICATE OF DISCLOSURE. If within sixty days, any

person becoimes an officer, director, trustee or parson controliing or holding over 10% of the issued and outstanding shares or 10% of any other
i , beneficial, or membarship Inferest in the corporation andﬂnpawnw?snmlndanedmmlsdbdosm. the corporation must fe an

AMENDED cerfificata signed by atlsast one duly authorized officer of the comporation,
FOREIGN CORPORATIONS: MUST BE SIGNED BY AT LEAST ONE DULY AUTHORIZED OFFIGER OF THE CORPORATION.

CF: 0022 — Business Corporations Arizona Corporation Commission
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NextGen Communications, Inc. (“NextGen™)  Arizona Tariff No. 1

Issued January 29, 2010 Original Page 1
Issued by Bruce A. White, Secretary Effective

. ARIZONA TELECOMMUNICATIONS
: TARIFF NO. 1

FOR
NextGen Communications, Inc.

275 West Street

Annapolis, MD 21401

, 2010

This tariff contains the descriptions, regulations, and rates applicable to the furnishing of E9-1-1
services by NextGen Communications, Inc. (NextGen). This tariff is on file with the Arizona
Corporation Commission and copies may be inspected during normal business hours at the principal

place of business of NextGen Communications, Inc., at the above-listed address.

NextGen Communications, Inc.
275 West Street Annapolis, MD 21401
DB04/837404.0002/2332605.1 CROS




NextGen Communications, Inc. (“NextGen)Arizona Tariff No. 1

[ssued January 29, 2010
Issued by Bruce A. White, Secretary
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NextGen Communications, Inc,

275 West Street Annapolis, MD 21401

DB04/837404.0002/2332605.1 CROS



NextGen Communications, Inc. (“NextGen”)Arizona Tariff No. 1

Issued January 29, 2010 Original Page 3
Issued by Bruce A. White, Secretary Effective , 2010
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NextGen Communications, Inc. (“NextGen)Arizona Tariff No. 1 A
Issued January 29, 2010 Original Page 4
Issued by Bruce A. White, Secretary Effective , 2010

'TARIFF FORMAT AND EXPLANATION OF SYMBOLS

Page Numbering: Page numbers appear in the upper right hand corner of the page. Pages are
numbered sequentially. From time to time new pages may be added to the Tariff. When a new page
is added between existing pages a decimal is added to the preceding page number. For example, a
new page added between Pages 3 and 4 would be numbered 3.1.

Explanation of Symbols: When changes are made in any Tariff page, a revised page will be issued
replacing the affected Tariff page. Changes will be identified on the revised page(s) in the right hand

margin on each line changed through the use of the following symbols:

© To signify changed regulation

> To signify discontinued material

) To signify rate or charge increase

%)) To signify material relocated without change in text or rate

(N)  Tosignify new material |

O To signify material relocated without change in text but with an increase in rate
R) To signify reduction

) To signify reissued material

(M To signify a change in text but no change in rate or regulation

V4 To signify a correction

APPLICATION OF TARIFF

This tariff sets forth the service offerings, rates, terms and conditions applicable to the furnishing of
intrastate end-user telecommunications services by NextGen Communications, Inc., hereinafter referred to

as the Company, to customers within the State of Arizona.

NextGen Communications, Inc.
275 West Street Annapolis, MD 21401
DB04/837404.0002/2332605.1 CRO5




NextGen Communications, Inc. (“NextGen”) . Arizona Tariff No. 1
Issued January 29, 2010 Original Page 5
Issued by Bruce A. White, Secretary Effective ,2010

SECTION 1. - DEFINITIONS

Automatic Location Identification (ALI) Database

See Location Database. Traditionally, the ALI Database maintained the name and address
associated with the calling party's telephone number (identified by ANI Feature). In the future,
ALI data may only be a portion of the location data available in the Location database.

Automatic Location Identification (ALI) to Automatic Location Identification (ALI) data transfer

A feature by which Automatic Location Identification (ALI) data is transferred to another
provider's Automatic Location Identification (ALI) system.

Automatic Location Identification (ALL) PSAP port

A port on the ALI database system used to deliver Automatic Number Identification (ANI) to

the PSAP.

Automatic Number Identification (ANI)

A feature by which the calling party's ANT telephone number is forwarded to the E9-1-1
Control Office and to the PSAPs Display and Transfer Units. |

Business Customer

A Customer who subscribes to the Company’s Service(s) and whose primary use of the Service is of a
business, professional, institutional, or otherwise occupational nature.

Call Routing Device
An intelligent network device that, based on the identified number of the calling party (and

potentially other factors), routes an E9-1-1 call from a central office to the designated primary
PSAP. (See “Selective Routing™)

Company

Used throughout this tariff to refer to NextGen Communications, Inc., a Maryland corporation, unless
otherwise clearly indicated by the context.

Customer

A current or potential buyer or user of the services identified in this tariff. This is typically through
purchasing the services; however, the term also includes by extension anyone who uses or experiences

the services of another.

NextGen Communications, Inc.
275 West Street Annapolis, MD 21401
DB04/837404.0002/2332605.1 CRO5



NextGen Communications, Inc. (“NextGen™) N Arizona Tariff No. 1
Issued January 29, 2010 Original Page 6
Issued by Bruce A. White, Secretary ‘ Effective ,2010

SECTION 1. - DEFINITIONS, CONTINUED

Database Management System (DBMS)

See Location Validation Function

Default Routing (DR)

A feature activated when an incoming E9-1-1 call cannot be selectively routed due to an ANI
failure, garbled digits, or other causes. Such incoming calls are routed from the E9-1-1 Control
Office to a default PSAP. Each incoming E9-1-1 facility group to the E9-1-1 Control Office is
assigned to a designated default PSAP. This is a standard feature of E9-1-1 Service.

Display and Transfer Unit

A console and associated common equipment for displaying ANI numbers at the PSAP attendant
position and used by the attendant to activate Fixed and/or Selective Transfer functions.

E9-1-1 Call or E9-1-1 Service

A telecommunications service that uses ANI, ALI (including non-listed and non-published
numbers and addresses), Selective Routing, and the three-digit number “9-1-1,” for a caller
wishing to report police, fire, medical, or other emergency situations (as examples) to a PSAP for
referral to a public safety agency. As used in this tariff, E9-1-1 does not include discretionary
equipment purchased, or contracted for that is not essential to the provision of E9-1-1 service.

Emergency Service Number (ESN)

Unique numbers provided by the Company to be associated by the customer with street
address ranges or other mutually agreed upon routing criteria for selective routing of calls to
unique combinations of police, fire, ambulance and any other appropriate agencies
responsible for providing emergency service in the E9-1-1 serving area.

End Office
The central office(s) which receive originating E9-1-1 calls.

Enhanced 9-1-1 (E9-1-1) Service Area

The geographic area in which the E9-1-1 authority will respond to all E9-1-1 calls and
dispatch appropriate emergency assistance.

NextGen Communications, Inc.
~ 275 West Street Annapolis, MD 21401
DB04/837404.0002/2332605.1 CR05



NextGen Communications, Inc. (“NextGen™) Arizona Tariff No. 1
Issued January 29, 2010 , Original Page 7

Issued by Bruce A. White, Secretary Effective , 2010

SECTION 1. - DEFINITIONS, CONTINUED

7 Enhanced 9-1-1 ( E9-1-1) Transport

Telephone lines or facilities that are dedicated to an E9-1-1 system. Enhanced 9-1-1 transport
lines for PSALI connect a customer's PBX to the E9-1-1 Control Office.

Individual Contract Basis (ICB)

A service arrangement where the regulations, rates, and charges are developed based on the specific
circumstances of the Customer's situation and set out in a separate agreement with the Customer. An
ICB may incorporate this or other applicable tariffs by reference.

Internet Protocol (IP)

The Internet Protocol (IP) is a method used for communicating data across a packet-switched digital
network. Sometimes also referred to as TCP/IP.

Location Database

An AL Location Information Server, or other database that stores location information for
emergency services use.

Location Database Call Routing Device Port

A port on the Location database system used to deliver 9-1-1 calling information to the Call
Routing Device.

NextGen Communications, Inc.
275 West Street Annapolis, MD 21401
DBR04/837404.0002/2332605.1 CROS



NextGen Communications, Inc. (“NextGen”) Arizona Tariff No. 1
Issued January 29, 2010 Original Page 8
Issued by Bruce A. White, Secretary Effective , 2010

SECTION 1. - DEFINITIONS, CONTINUED

Location Validation Function

A system that stores and receives updates of the data required to provide the Call Routing Device
and Location Database features and determines whether a location description is valid for the given
area. This function was traditionally provided by a DBMS using the MSAG. For NextGen’s 9-1-1,
the data source will not be only the MSAG if an MSAG is used at all. In NextGen’s 9-1-1 system,
the creation of the valid locations is carried out by the Master Location Validation System.

Manual Transfer

A feature that enables the PSAP attendant to transfer an incoming call by depressing the
switchhook of the associated telephone or a button on the Display and Transfer Unit and
dialing either a 7-digit or 10-digit telephone number or a 2-digit speed calling code. Manual
Transfer is associated with the E9-1-1 trunk unit and is a standard feature of E9-1-1 Service.

Master Location Validation System

A system that acts as the master source for valid locations in a given area. Traditionally, a
DBMS is used to create and maintain an MSAG. In NextGen’s 9-1-1 system, the Master
Location Validation System will be a GIS system.-

Master Street Address Guide (MSAG)

The document or computer file that lists the standard street names, address ranges, political
community designations, and routing codes (ESNs).

Pseudo Automatic Number Identification

A feature in which a number, assigned to the area served by a wireless communications
provider's tower or a sector of the area served by a tower, is forwarded to the E9-1-1
Call Routing Device and to the PSAPs Display and Transfer Units.

Private Switch/Automatic Location Identification Customer

The Private Switch or Location Database customer may be a municipality or other state or
local governmental unit, or an authorized agent of one or more municipalities or other state or
local governmental units to whom authority has been lawfully delegated, or a PBX
owner/operator, or Centrex/CENTRON customer who desires to provide station location
information to the E9-1-1 system.

NextGen Communications, Inc.
275 West Street Annapolis, MD 21401
DB04/837404.0002/2332605.1 CRO5




NextGen Communications, Inc. (“NextGen”) ' Arizona Tariff No. 1
Issued January 29, 2010 Original Page 9
Issued by Bruce A. White, Secretary Effective ,2010

SECTION 1. - DEFINITIONS, CONTINUED

Public Safety Answering Point (PSAP)

An answering location for 9-1-1 calls originating in a given area. A PSAP may be designated as
Primary or Secondary, which refers to the order in which calls are directed for answering. Primary
PSAPs respond first; Secondary PSAPs receive calls on a transfer basis only and generally serve as a
centralized answering location for a particular type of emergency call. PSAPs are staffed by
employees of service agencies such as police, fire, or emergency medical or by employees of a
common bureau serving a group of such entities.

Public Safety Answering Point (PSAP) Trunk

A trunk used to deliver ANY information from a Call Routing Device to a PSAP. The PSAP trunk
may be set to receive a 9-1-1 call in several different formats. The trunk could be TDM or IP. The
PSAP trunk is also used to connect and carry voice transmission, and in the case of IP (VoIP)
possibly the location information, from the Call Routing Device.

Routing Telephone Number (RTN)

A number that when dialed rings to a specific Public Safety Answering Point. This is used for
connectivity from the PSTN to the 9-1-1 network of a Public Safety Answering Point.

Routing Telephone Number Port

A port in the Call Routing Device used to connect the routing telephone number line.

Selective Routing (SR)

A form of call routing that may or may not be applicable to the Company’s E9-1-1 that routes an
E9-1-1 call from a central office to the designated primary PSAP based upon the identified
number of the calling party (other factors may be used to determine the call routing in addition
to the calling party’s number). (See “Call Routing Device”)

Selective Transfer

A feature providing persons at the PSAP the ability to transfer an incoming call to another agency
by depressing a single button labeled with the type of agency, e.g., "Fire", on the Display and
Transfer Unit. This type of transfer is only available when the SR feature is provided.
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SECTION 2. RULES AND REGULATIONS
A. Company Liability and Indemnification

1. Limitations on Company Liability

, 2010

The Company's liability for any loss or damage arising from errors, interruptions, defects,
failures, delays, or malfunctions of any service, equipment, or any part thereof provided

pursuant to this Tariff or ICB, whether caused by the negligence of the Company or

otherwise, except gross negligence, shall not exceed the greater of $50.00 or an amount
equivalent to the pro rata charges for the service or equipment affected during the period

of time that the service or equipment was fully or partially inoperative.

2. Release and Indemnification / Intellectual Property

a. The customer agrees to release, indemnify, defend, and hold harmless the Company

from any and all loss, claims, demands, suits or other action; or any liability

whatsoever, whether suffered, made, instituted or asserted by the customer or by
any other party or person, for any personal injury to or death of any person or

persons, or for any loss, damage or destruction of any property, whether owned by

the customer or others, caused in whole or part by the act or omissions of the

Company, its agents and its employees. Unless otherwise provided for by an ICB,
title to all facilities and intellectual property provided in accordance with this tariff

remains in the Company, its partners, agents, contractors, or suppliers. The

Company is not obligated to compensate, defend, or indemnify the Customer or any
other person for alleged or adjudicated claims of infringement by third parties for

any services offered, or for any licensing or court costs related thereto.

b. The Company will not be liable for any direct, indirect, incidental, special,
consequential, exemplary or punitive damages to Customer as a result of any

Company service, equipment or facilities, or the acts or omissions or negligence of

the Company's employees or agents.

c. The Company shall not be liable for any delay or failure of performance or

equipment due to causes beyond its control, including but not limited to: acts of

God, fire, flood, explosion or other catastrophes; any law, order, regulation,

direction, action, or request of the United States Government or any state and local

governments having or claiming jurisdiction over the Company, or of any

department, agency, commission, bureau, corporation, or other instrumentality of

any one or more of these federal, state, or local governments, or of any civil or

military authority; national emergencies; insurrections; riots; wars; unavailability of

rights-of-way or materials; or strikes, lock-outs, work stoppages, or other labor

difficulties when it does not involve the Company’s employees.

3. THE COMPANY MAKES NO WARRANTIES OR REPRESENTATIONS, EXPRESS
OR IMPLIED EITHER IN FACT OR BY OPERATION OF LAW, STATUTORY OR
OTHERWISE, INCLUDING WARRANTIES OF MERCHANTABILITY OR FITNESS

NextGen Communications, Inc. ,
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SECTION 2. RULES AND REGULATIONS, CONTINUED

FOR A PARTICULAR USE, EXCEPT THOSE EXPRESSLY SET FORTH HEREIN.

4. Invasions of Privacy

a. The customer agrees to release, indemnify, and hold harmless the Company for any
infringement or invasion of the right of privacy of any person or persons, caused or
claimed to have been caused, directly or indirectly, by the installation, operation,
failure to operate, maintenance, removal, presence, condition, occasion or use of
any service features and the equipment associated therewith provided pursuant to
this Tariff, or by any services furnished by the Company in connection therewith,
including, but not limited to, the identification of the telephone number, address or
name associated with the telephone used by persons accessing 9-1-1 service
hereunder, and which arises out of the negligence or other wrongful act of the
Company, except gross negligence, or the employees or agents of any one of them.
Notwithstanding the foregoing, such indemnification does not apply to Company’s
use of customer data for any purpose other than the provision of 9-1-1 services.

b. The Company shall be indemnified, defended and held harmless by the Customer
against any claim, loss or damage arising from Customer's use of services, involving
claims for libel, slander, or allegations of infringement of patent or copyright arising
from the Customer's own communications.

B. General Terms and Conditions

1. Term of Service; Termination.

The Company and each customer may enter into a separate agreement specifying the term
during which the Company shall provide Services.

2. Payments; Late Fees

Payment for Services provided by the Company shall be due in accordance with the terms
and conditions of each customer’s contract. Customer agrees to pay a late fee in
accordance with the terms and conditions of each customer’s contract, but in no event to
exceed the late fees which may be charged to customer under the laws of the state of

Arizona.

3. Attorneys' Fees

The Company and each customer may enter into a separate agreement specifying that if any
dispute in connection with the provision of Services to customer is submitted to a court,
arbitrator, tribunal or other appropriate entity, then all costs and expenses of the parties
(including reasonable attorneys' fees) will be paid by the party against whom a
determination by such court, arbitrator, tribunal or entity is made, or, in the absence of a
determination, wholly against one party, as such court, arbitrator, tribunal or entity directs.
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SECTION 2. RULES AND REGULATIONS, CONTINUED

C. Notices and Communications

1. The Customer shall designate the address to which the Company shall mail or deliver all notices
and other communications, except that the Customer may also designate a separate address to
which Company bills for service shall be mailed. The Company shall designate an address to
which the Customer shall mail or deliver all notices and other communications, except that
Company may designate a separate address on each bill for service to which the Customer shall
mail payment on that bill.

2. Except as otherwise stated in this tariff, or an ICB, all notices or other communications required
to be given pursuant to this tariff, or an ICB, or the Agreement for Services will be in writing.
Notices and other communications of either party, and all bills mailed by the Company, shall be
presumed to have been delivered to the other party on the third business day following placement
of the notice, communication or bill with the U.S. Mail or a private delivery service, prepaid and
properly addressed, or when actually received or refused by the addressee, whichever occurs first.

3. The Company or the Customer shall advise the other party of any changes to the addresses
designated for notices, other communications or billing, by following the procedures for giving
notice set forth herein, or as may be required in an ICB.

\
\
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SECTION 3. SERVICE OF FERINGS AND FEATURES

A. Description of Services
1. Enhanced Universal Emergency Number Service (E9-1-1 Service)

a. Enhanced Emergency Number Service, also referred to as E9-1-1, is a telephone
communication service whereby one or more Public Safety Answering Points (PSAP)
designated by the local 9-1-1 authority may receive telephone calls dialed to the
telephone number 9-1-1. Traditional E9-1-1 Service has typically included lines and
equipment within one telephone company exchange and/or area served by a Mobile
Telephone Switching Office, which could be connected to lines and equipment in
another telephone company exchange to permit answering, transferring and dispatching
of public emergency telephone 9-1-1 calls originated by persons within the same serving

area,

However, E9-1-1 Service may become more decentralized insofar that no single
company may provide all of the E9-1-1 hardware, software, or features. The use of
twisted pair telephone “lines” is becoming obsolete, replaced by broadband IP
connectivity via cable or DSL or other dedicated IP networks. The Company anticipates
that different companies shall provide the IP E9-1-1 infrastructure, while other
companies provide the E9-1-1 content, features, and functions. This tariff identifies the
rules, regulations, and prices that shall govern the Company’s offering of the E9-1-1
features and functions.

b. Enhanced 9-1-1 Service is offered subject to availability of IP broadband facilities.

¢. The E9-1-1 customer may be:

(1) A municipality or other state or local governmental unit, or an authorized agent
of one or more municipalities or other state or local governmental units to whom
authority has been lawfully delegated. The customer must be legally authorized
to subscribe to the service and have public safety responsibility by law to
respond to telephone calls from the public for emergency police, fire or other
emergency services within the telephone areas arranged for 9-1-1 calling.

(2) A private telecommunications provider of LEC, CLEC, wireless, or VoIP
service with an obligation to route emergency 9-1-1 calls to the appropriate

PSAP.

(3) A private enterprise with a PBX telephone system with a desire and
appropriate state and/or federal authority to route emergency calls to the
appropriate PSAP.
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SECTION 3. SERVICE OFFERINGS AND FEATURES, CONTINUED

2. Private Switch/Automatic Location Identification Service

The Private Branch Exchange (PBX) switch located on a customer's premises sends Automatic
Number Identification information to an Enhanced 9-1-1 (E9-1-1) Control Office or the
Company’s E9-1-1 Call Routing Device from individual PBX stations for the purpose of
providing site or station location information on an E9-1-1 call, or for selectively routing that call
to the appropriate Public Safety Answering Point (PSAP). A PS/Location Database also is
available to Centrex/CENTRON or VoIP enterprise customers who wish to provide the E9-1-1
system with more specific location and routing information. These are the only intended uses for
this service.

E9-1-1 Call Routing Device Service

The E9-1-1 Call Routing Device service will connect local telecommunications or VoIP
switches via IP and will route the calls to one or more PSAPs via IP or circuit switched
technology as required by the PSAP.

Location Database Service

The Company Location Database will provide the 9-1-1- caller’s name, address, phone
number, and location (if available) to the PSAP via IP simultaneously with the voice call as it
is routed via the IP Call Routing Device. As other content becomes available, the Company
will provide such content. For legacy PSAPs with traditional ALI requirements, the
Company will provide appropriate connectivity to the Company Location Database. The
Company will provide access for authorized users to update Location Database data.

5. Terms and Conditions

a. These services are limited to the use of the central office, VoIP, or mobile telephone
switching office telephone number, 9-1-1, as the universal emergency telephone number.
The Company does not provide the telephone number or dial tone. These services will be
provided by the telecommunications carrier. ‘

b. The 9-1-1 emergency telephone number is not intended as a replacement for the
telephone service of the various public safety agencies which participate in the use of
this number. The public safety agencies will subscribe to other telephone services as
provided in other tariffs/price lists of other providers.

c. E9-1-1 Service is furnished to the customer only for the purpose of receiving reports
from the public of emergencies or similar events appropriate for action by a PSAP.

d. E9-1-1 Service provides a one-way incoming service to the appropriate PSAP.
Outgoing calls can only be made on a transfer basis or to reconnect a
disconnected incoming 9-1-1 call.
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SECTION 3. SERVICE OFFERINGS AND FEATURES, CONTINUED

. E9-1-1 Service is provided solely for the benefit of the customer operating the PSAP, or |

for the carrier providing telecommunications or data communications service to
individuals. The provision of the E9-1-1 Service by the Company shall not be
interpreted, construed, or regarded, either expressly or implied, as being for the benefit of

-or creating any Company obligation toward any third person or legal entity other than the

customer(s). The Company does undertake to provide E9-1-1 services using facilities
obtained by the PSAP to enable the PSAPs personnel to respond to emergency calls on
the PSAPs premises. The PSAP is responsible for the provision and maintenance of
cable and wire facilities on the PSAPs side of the Demarcation Point.

Temporary suspension of service at reduced rate is not provided for any part of

the E9-1-1 Service.

. E9-1-1 information consisting of the names, addresses, and telephone numbers of

telephone customers of carriers using Company service is confidential. This information
will be provided via Location Database data on a call-by-call basis only for the purpose
of responding to emergency calls.

. The E9-1-1 calling party forfeits the privacy afforded by non-listed and non-published

service to the extent that the telephone number, address, and name associated with the
originating station location are furnished to the PSAP.

Default Routing will be provided in lieu of Selective Routing and ANIVALI Display

for E9-1-1 systems served from central offices or mobile telephone switching offices

not equipped to transmit ANT.

The rates charged for E9-1-1 Service do not contemplate the inspection or 100 percent

constant monitoring of facilities to discover errors, defects, and malfunctions in the service,

nor does the Company undertake such responsibility. The customer shall make such
operational tests as, in the judgment of the customer(s), are required to determine whether
the system is functioning properly for its use. The customer(s) shall notify the Company
promptly in the event the system is not functioning properly.

It is the obligation of the E9-1-1 authority to make arrangements to handle all E9-1-1

calls that originate from telephones served by central offices in the local service area,

whether or not the calling telephone is situated on property within the geographical
boundaries of the E9-1-1 authority’s public safety jurisdiction.
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m. Applications for E9-1-1 Service must be executed in writing by each PSAP or 9-1-1
authority. If application for service is made by an agent, the Company must be provided in
writing with satisfactory proof of appointment of the agent by the customer.

n. The PSAP or 9-1-1 authority is required to furnish the Company its agreement to the
following terms and conditions. The PSAP or 9-1-1 authority will subscribe to or
provide telephone equipment with a capacity adequate to handle the number of
incoming E9-1-1 calls recommended by the Company. The PSAP or 9-1-1 authority is
to insure that PSAP premises equipment selected to operate E9-1-1 system features is
compatible with the service furnished by the Company. The PSAP or 9-1-1 authority is
responsible for the provision and maintenance of cable and wire facilities on the 9-1-1
authority's side of the Demarcation Point,

0. When the Selective Routing (or comparable) feature is provided, PSAP is responsible
for identifying primary and secondary PSAP locations and the unique combinations of
police, fire and ambulance or any other appropriate agencies responsible for providing
emergency service. The PSAP is responsible for identifying the E9-1-1 serving area
and for associating the Company-provided Emergency Service Numbers with the
street address ranges or other criteria for selective routing of calls. Legacy ESNs may
be used. ESNs will be carried in the Data Management System (DMS) or equivalent
to permit routing of 9-1-1 calls to the primary and secondary PSAPs responsible for
handling of calls from each telephone in the E9-1-1 serving area. The following terms

. define the 9-1-1 authority's responsibility in providing this information.

(1) Initial and subsequent ESN assignments by street name, address range and area
or other mutually agreed upon routing criteria shall be furnished by the 9-1-1
authority to the Company prior to the effective date of service. If the PSAP has
legacy ESNs assigned by previous E9-1-1 service providers, these ESNs may
be retained if the PSAP prefers.

(2) After establishment of service, it is the PSAP’s responsibility to continue to
verify the accuracy of routing information contained in the address file and to
advise the Company of any changes in street names, establishment of new
streets, changes in address numbers used on existing streets, closing and
abandonment of streets, changes in police, fire, ambulance or other appropriate
agencies, jurisdiction over any address, annexations and other changes in
municipal and county boundaries, incorporation of new cities or any other
matter that will affect the routing of E9-1-1 calls to the proper PSAP.

(3) The Company will provide; with reasonable frequency to the 9-1-1 authority,
upon request a complete electronic copy of the address file previously supplied
to the Company by the 9-1-1 authority to permit the 9-1-1 authority to verify
accuracy of the police, fire, and ambulance PSAP routing designation.
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(4) Changes, deletions, and additions which the PSAP desires to have made in the
address file should be submitted on an "as occurred" basis.

(5) The Company will furnish an electronic copy to the 9-1-1 authority for
verifications showing each change, deletion, and addition to the address file.

B. Private Switch/Location Database Service
1. Terms and Conditions
a. Private Switch/ Automatic Location Identification

(1) In a Private Switch/Location Database service application, the Private Branch
Exchange (PBX) owner/operator (or Centrex/similar service customer) must
meet the following requirements: Application for Private Switch/Location
Database Service must be executed in writing by each PBX customer. If
application for service is made by an agent, the Company must be provided in
writing with satisfactory proof of appointment of the agent by the customer.

(2) The customer will coordinate with the E9-1-1 Public Jurisdiction to ensure that
area boundaries are identified and that any required additions or modifications to ;
. the Master Location Validation System are provided to the Company. i

(3) The customer will provide full local Automatic Number Identification (ANI) for |
every station within the PBX. The information must be approved by the :
Company prior to implementation to ensure that no conflict exists between the
PBX's numbering plan and the numbering plans of other PBXs or .
telecommunications carriers. -

(4) ANI multi-frequency signaling must conform to the specifications
established by the Company.

(5) The customer must create, maintain and forward to the Company, current
telephone number and address data in the format and time intervals negotiated
between the Company and the customer. '

(6) The PBX must be connected to the E9-1-1 Call Routing Device office via IP
circuits. The PBX must route 9-1-1 calls to the IP 9-1-1 facilities without
overflowing to any other access facility. The Company recommends the enterprise
customer order or maintains diverse IP connectivity to provide redundancy to the

system.
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SECTION 3. SERVICE OFFERINGS AND FEATURES, CONTINUED

(7) The enterprise customer must develop and implement procedures to prevent the
unauthorized or illegal use of Private Switch/Location Database trunks. These
dedicated trunks may not be used for any purpose other than 9-1-1.

(8) The customer must use personal computer hardware and software (or PC
equivalent hardware and software) for ongoing customer record update
programs and processes that conform to specifications established by the

Company.
b. Diversification and Redundancy

Customers can request diversification and redundancy of any or all IP facility routes. These
IP facilities shall be provided by the appropriate ISP selected by the customer(s).
Additional charges for such service utilizing the facilities, or the construction and
provisioning thereof, will be the responsibility of the customer and will be assessed by the

ISP.

C. E9-1-1 Trunks

1. E9-1-1 Trunks are high speed broadband IP or equivalent data-only circuits which:

a. Originate from the Company Call Routing Device and terminate at PSAP premises
demarcation; or

b. Originate from the local exchange carrier end office (LEC or CLEC) and terminate at the
Company E9-1-1 Call Routing Device; or

c. Originate from the mobile telephone switching office and terminate at the Company E9-1-1
Call Routing Device; or

d. Originate from any VoIP Service Provider softswitch and terminate at the Company E9-1-1
Call Routing Device; or

e. Originate from any enterprise VoIP PBX softswitch and terminate at the Company E9-1-1 Call
Routing Device; or

f. Originate from any Emergency Services Gateway and terminate at the Company E9-1-1 Call
Routing Device

2. The E9-1-1 Trunks are provided for the purpose of transporting only E9-1-1 traffic
information.

3. E9-1-1 traffic from various enterprises, LECs, CLECs, mobile switching centers,
and/or ESGWs may be combined on a single IP circuit.
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SECTION 3. SERVICE OFFERINGS AND FEATURES, CONTINUED

D. E9-1-1 Call Routing Device

The E9-1-1 Call Routing Device will be able to provide two services:

1. Aggregation

The Call Routing Device can aggregate E9-1-1 calls originating from multiple sources in multiple
9-1-1 jurisdictions into IP circuits that terminate at the appropriate PSAPs demarcation point. The
PSAP does not need to designate or arrange for the connectivity between the local
telecommunications carrier(s) to the Call Routing Device, or from the Call Routing Device to the
customer premises demarcation point. The PSAP or 9-1-1 authority is obligated to acquire
connectivity to the IP network. '

2. Alternate Routing

It is the customer's responsibility to designate the alternate location if traffic is to be
routed to a secondary PSAP.

E. Automatic Number Identification (ANI)

Automatic Number Identification (ANTI) is the feature by which the telephone number or other related
routing (pANI) number associated with an inbound 9 -1-1 caller is received by the Company and
passed on to the proper PSAP. The ANI is also used to determine the proper PSAP to receive the

inbound call.
F. ALI Management Service

1. MSAG Management

The Company provides a data management and administration tool that automates the
viewing and communication of updates, insertions, and deletions to the MSAG

database.

2. MSAG Build Services

The Company acts as the facilitator with the addressing authority in the creation and
maintenance of the MSAG utilizing recognized National Emergency Number
Association (NENA) standards.

3. Subscriber Record Management

Subscriber Record Management is the collection of service order records from
Telephone Service Providers (TSPs), validation of those records against the
MSAG, and storage of the records for the generation of the ALI database.
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4. ALIDatabase Updates

After processing and validating subscriber record updates, the Company posts ALI
records for call routing and for retrieval and display by the PSAP during 9-1-1 calls.

S. ANVALI Discrepancy Resolution
An ANTALI discrepancy occurs when an ALI record delivered to a PSAP does not match the

information of the caller. The Company will investigate ANI/ALI discrepancy reports and refer
each discrepancy to the respective TSP for resolution.
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SECTION 4. RATES, CHARGES, AND CONDITIONS OF SERVICE

Tariff Price Tariff Price
Feature ‘ Non-Recurring Fee Recurring Fee
Private Switch/Automatic Location Identification ICB ICB
Service _
E911 Call Routing Device Service ICB ICB
Selective Routing (data) 1ICB ICB
Location Database Service ICB iICB
Master Location Validation System Management ICB ICB
Administer Pseudo ANI (per record) ICB ICB
E911 Trunks ICB ICB
Automatic Number Identification (ANI) ICB ICB
ALI Management Service ICB ICB |

A. Rates By Individual Contract Basis (ICB)

In lieu of the rates otherwise set forth in this tariff, rates and charges, including minimum usage,
installation, and recurring charges for the Company’s services may be established at negotiated rates on an
individual contract basis (ICB), taking into account the nature of the facilities and services, the costs of
construction and operation, the volume of traffic, the length of service commitment by the Customer, and
use of facilities by other customers. Such arrangements shall be considered Special Pricing Arrangements,
the terms of which will be set forth in individual Customer contracts. However, unless otherwise specified,
the terms, conditions, obligation and regulation set forth in this tariff shall be incorporated into, and become
a part of, said contract, and shall be binding on the Company and the Customer. Specialized rates or
charges will be made available to similarly situated customers on a non-discriminatory basis. The
Company reserves the right to protection from public disclosure of proprietary information contained in
such contracts as allowed under law.

In addition to the charges specifically for the customer’s services, there may be additional surcharges as
mandated by the Arizona Corporation Commission, other Arizona state authorities, and / or the Federal
Communications Commission. The customer is hereby notified that these fees, as applicable, will be added
to the customer’s bill and that the rates may change periodically. No prior notice of any change will be
provided to the customer. The then-current surcharge rate will be applied to the customer’s bill even if this

tariff has not been updated.
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SECTION 4. RATES, CHARGES, AND CONDITIONS OF ‘SERVICE, CONTINUED

B. Application for Service
1. Requests for this service:

a. can only be initiated by a 9-1-1 customer, a PSAP, or authorized state agency;

b. must be provided to the Company in writing; and

c. must identify service locations and arrangements.
2. Customer Obligations

a. Customer will comply with all applicable provisions of this tariff and/or an ICB.

b. The telecommunications service provider will create, maintain, and forward to the Company
current telephone number(s) and address data according to the format and procedures specified by
the Company.

c. The PSAP must develop and implement procedures to prevent the unauthorized or illegal use of
Company Next Gen 9-1-1 services. These dedicated facilities may not be used for any purpose
other than for 9-1-1 service.

d. The PSAP must use computer hardware and software for ongoing Private Switch End User
(PSEU) record update programs and processes that conform to the specifications outlined by the

Company.

e. PS/ALI Service information consisting of the name, address, and telephone number of PSEUs is
confidential. The 9-1-1 customer agrees to use such information only for the purpose of
responding to emergency calls.

f.  The PSEU forfeits the privacy afforded by non-listed and non-published service to the extent that
the telephone number, the address, and name associated with the originating station location are
furnished to the PSAP and to the Company. The PSEU (published and non-published) consents to
the storage and retention of PSEU name, telephone number, and address in the data base and also
consents to access to this information by the PSAP for the sole purpose of responding to an
emergency call.

g. Cancellation of the service in whole or in part by the 9-1-1 customer prior to establishment
thereof, will require payment to the Company of an amount equal to the cost of engineering,
manufacturers’ billings resulting from equipment orders, installation, assembly, labor, cost of
removal and any other costs incurred by the Company up to the time of cancellation resulting
from the 9-1-1 customer’s order for service. This requirement may be superseded by an explicit
Cancellation Clause in the ICB contract with the customer.
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SECTION 4. RATES, CHARGES, AND CONDITIONS OF SERVICE, CONTINUED

h. Temporary suspension of service at the request of the customer, either partial or complete, is not
applicable.

C. Contracts

Due to the special and limited nature of the services offered by the Company, all services not defined in
this tariff and/or as required by the customer will be provided for in an ICB between the Company and the

customer.
D. Special Information Required on Forms

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, any special information required of the customer will be
provided for in an ICB between the Company and the customer.

E. Establishment and Reestablishment of Credit

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all credit requirements of the customer will be provided

for in an ICB between the Company and the customer.

F. Deposits

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all deposit requirements of the customer will be provided

for in an ICB between the Company and the customer.

G. Notices in ICB

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all notice requirements between the customer and the
Company may also be provided for in an ICB between the Company and the customer.

H. Issuance and Payment of Bills

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all billing procedures between the customer and the
Company will be provided for in an ICB between the Company and the customer.

I. Discontinuance and Restoration of Service

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all terms and conditions for the discontinuance and/or
restoration of service will be provided for in an ICB between the Company and the customer.
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SECTION 4. RATES, CHARGES, AND CONDITIONS OF SERVICE, CONTINUED

J. Information on Services and Promotional Offerings

Due to the special and limited nature of the services offered by the Company, the requirement that the
customer be a carrier or a governmental agency, the Company does not anticipate that it will offer any

promotional offerings.

K. Temporary Service

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all temporary service needs between the customer and the
Company will be provided for in an ICB between the Company and the customer.

L. Continuity of Service

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all determinations of interruptions of service, notice to the
customer, and apportionment of available services between the customer and the Company will be provided

for in an ICB between the Company and the customer.
M. Extension of Lines and Mains

Not applicable to the Company.
N. Facilities on Customers' Premises and Service Connections

Due to the special and limited nature of the services offered by the Company, and the requirement that the
customer be a carrier or a governmental agency, all procedures regarding the installation of the services,
and the respective rights of the Company and the customer regarding access to the customer’s premises will
be provided for in an ICB between the Company and the customer.
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A. Service Areas

The Company proposes to serve the entire state of Arizona.

NextGen Communications, Inc.
275 West Street Annapolis, MD 21401
DB04/837404.0002/2332605.1 CROS



ATTACHMENT D



Morningstar” Document Research™
FORM 10-K

TELECOMMUNICATION SYSTEMS INC /FA/ - TSYS
Fi‘led: March 03, 2009 (period: December 31, 2008)

Annual report which provides a comprehensive overview of the company for the past year




SECURITIES AND EXCHANGE COMMISSION .
WASHINGTON, D.C. 20549 | .

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the year ended December 31, 2008

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

Commission File No. 0-30821

TELECOMMUNICATION SYSTEMS, INC.

(Exact name of registrant as specified in its charter)

Maryland 52-1526369
(State or Other Jurisdiction of Incorporation or Organization) (L.R.S. Employer Identification No.)
275 West Street, Annapolis, MD 21401
(Address of principal executive offices) (Zip Code)

(410) 263-7616

Registrant's telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act: None. .
Securities registered pursuant to Section 12(g) of the Act: Class A Common Stock, Par Value $0.01 per share

(Mark One)
)

‘ Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act: YesD No®

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act: YesOO NoH™

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days: Yes @ No [

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein,
and will not be contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated
by reference in Part lil of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. .

Large accelerated filer O Accelerated fiter 11 Non-accelerated filer O Smaller reporting
company [

Indicate by check mark whether the registrant is a shell company (as defined in rule 12b-2 of the Act): Yesd No™

As of June 30, 2008, the aggregate market value of the Class A Common Stock held by non-affiliates, as reported on
the NASDAQ Global Market, was approximately $157,546,510.*

As of January 31, 2009 there were 38,559,279 shares of Class A Common Stock and 6,876,334 shares of Class B
Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Document Part of 10-K into which incorporated
Portions of the registrant's Proxy Statement for the Part lll ,
Annual Meeting of Stockholders to be held June 11, ; .
2009

* Excludes 1,478,026 shares of Class A Common Stock and 7,226,334 shares of Class B Common Stock deemed to be held by
stockholders whose ownership exceeds ten percent of the shares outstanding at June 30, 2008. Exclusion of shares held by any person
_ should not be construed to indicate that such person possesses the power, direct or indirect, to direct or cause the direction of the

Source: TELECOMMUNICATION SYSTEMS INC /FA/, 10-K, March 03, 2009 Powered by Morningstar® Document ResearchSM




management or policies of the registrant, or that such person is controlled by or under common control with the registrant.

Source: TELECOMMUNICATION SYSTEMS INC /FA/, 10-K, March 03, 2009 Powered by Morningstar® Document Research™




TABLE OF CONTENTS

Part!
ltem 1 Business
ltem 1A Risk Factors
ltem 1B - Unresolved Staff Comments
ltem 2 Properties :
ltem 3 Legal Proceedings
item 4 Submission of Matters to a Vote of Security Holders
Part il
ltem 5 Market for Registrant's Common Equity, Related Stockholder Matters
and Issuer Purchases of Equity Securities
ltem 6 Selected Financial Data
ltem 7 Management's Discussion and Analysis of Financial Condition and
Results of Operations
ltem 7A Qualitative and Quantitative Disclosure About Market Risk
ltem 8 Financial Statements and Supplementary Data
ltem 9 Changes In and Disagreements With Accountants on Accounting and
Financial Disclosure
ltem SA Controls and Procedures
Part [l .
ltem 10 Directors. Executive Officers and Corporate Governance
ltem 11 Executive Compensation
ftem 12 Security Ownership of Certain Beneficial Owners and Management
item 13 Certain Relationships and Related Transactions and Director
Independence
ltem 14 Principal Accountant Fees and Services
Part IV
ltem 15 Exhibits. Financial Statement Schedules
index to Consolidated Financial Statements
Signatures
Exhibit Index

Page Number

29
32

33
48

48
48

51
51
51

51
51

52
F-1
53

Source: TELECOMMUN!CATION SYSTEMS ING {FA/, 10-K, March 03, 2008

Powered by Momingstar™ Document Research®




Cautionary Note Concerning Factors That May Affect Future Results

This document contains forward-looking statements within the meaning of Section 27A of the Securities Act
of 1933, as amended (the “Securities Act"), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). Forward-looking statements are statements other than historical information or
statements of current condition. We generally identify forward-looking statements by the use of terms such as
“believe”, “intend”, “expect’, “may”, “should”, “plan”, “pro;ect” "contemplate”, “anticipate”, or other similar
statements. Examples of forward looking statements in this Annual Report on Form 10-K include, but are not

limited to statements that

(i) we are well positioned to address the evolving integration needs of our clients through our expertise in
messaging and location determination;

(i) we are developing relationships with communication infrastructure providers and we intend to expand
our domestic and international carrier base;

(iii) we plan to continue to develop and sell software and engineered systems whiéh we will deliver through
deployment in customer networks or through hosted and subscription business models and we believe that our
software is positioned for early adoption by carriers;

(iv) wireless growth is expected to continue to increase in all regions around the world for the foreseeable
future;

(v) both the number of users and messages per individual are projected to increase significantly;
(vi) we will continue to develop network software for wireless carriers that operate onall major types of
networks;

(vii) we will continue to leverage our knowledge of complex call control technology to unlock valuable
information and expand the range of capabilities that the technology can accomplish for our customers;

(viiiy we will continue to invest in our underlying technology and to capitalize on our expertise to meet the
growing demand for sophisticate_d wireless applications;

(ix) we intend to continue to selectively consider acquisitions of companies and technologies in order to
increase the scale and scope of our operations, market presence, products, services and customer base;

(x) the Broadband Global Area Network upgrade of the Inmarsat satellite constellation expands our
opportunity for SwiftLink sales volume;

(xi) we believe our expertise in the area of wireless E9-1-1, location and messaging services, and secure
satellite communications can be leveraged into providing products and services to the Federal agencies;

(xii) we are continuing to enhance our deployable communication systems product line to take advantage of
the evolving environment of satellite communications;

(xiii) we believe that our company enjoys a competitive advantage because of its secure teleport and
integration capabilities along with deployable systems as a bundled offering;

(xiv) federal agencies, as well as state and local governments, are increasingly contracting with specialist
teams for functions such as network management, and for long-term projects such as software development

and systems integration;
(xv) we expect to continue generate significant portions of our total revenue from our largest customers;
(xvi) we expect to realize $116.0 million of backlog within the next twelve months;
(xvii) the bases on which we expect to continue to compete;

(xviii) we expect to require increasing levels of support from subcontractors and vendors and expand our
work under contract vehlcles
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(xix) we believe we have sufficient capital resources to meet our anticipated cash operating expenses,
working capital and capital expenditure and debt services needs for the next twelve months; .

(xx) that we believe our capitalized research and development expense will be recoverable from future
gross profits generated by the related products; ‘

(xxi) we believe our intellectual property assets are valuable and that we may realize revenue from patent
infringement claims;

(xxii) we believe we should not incur an material liabilities from customer indemnification requests;

‘(xxiii) the WWSS procurement vehicle is expected to contribute to significant sales growth and that we
expect to fulfill the potential values under WWSS orders;

(xxiv) expectations about the amount of future non-cash stock compensation;
(xxv) our assumptions and expectations related to income taxes and deferred tax assets;

{xxvi) we do not expect that the adoption of new accounting standards to have a material impact on the
company's financial statements, and

(xxvii) statements about financial covenants related to our loan agreements.

Other such statements include without limitation risks and uncertainties relating to our financial results and
our ability to (i) continue to rely on our customers and other third parties to provide additional products and
services that create a demand for our products and services, (i) conduct our business in foreign countries,

(iii) adapt and integrate new technologies into our products, (iv) develop software without any errors or defects,
(v) protect our intellectual property rights, (vi) implement our business strategy, (vii) realize backlog,

(viii) compete with small business competitors, (ix) effectively manage our counter party risks, and (x) achieve
continued revenue growth in the foreseeable future in certain of our business lines. This list should not be
considered exhaustive.

These forward-looking statements relate to our plans, objectives and expectations for future operations. We
base these statements on our beliefs as well as assumptions made using information currently available to us.
In light of the risks and uncertainties inherent in all projected operational matters, the inclusion of
forward-looking statements in this document should not be regarded as a representation by us or any other
person that our objectives or plans will be achieved or that any of our operating expectations will be realized.
Revenues, resuits of operations, and other matters are difficult to forecast and could differ materially from
those projected in the forward-looking statements contained in this Annual Report on Form 10-K as a result of
factors discussed in "Management’s Discussion and Analysis of Financial Conditions and Results of
Operations”, the matters discussed in “Risk Factors Affecting Our Business and Future Results”, which are
included in item 1A, and those factors discussed elsewhere in this Annual Report on Form 10-K including,
changes in economic conditions, technology and the market in general, and our ability to adapt our products
and services to these changes. We undertake no obligation to release publicly the results of any future
revisions we make to forward-looking statements to reflect events or circumstances after the date hereof or to
reflect the occurrence of unanticipated events. We caution you not to put undue reliance on these
forward-looking statements.

ltem 1.Business
Overview

TeleCommunication Systems, Inc. develops and applies highly reliable wireless data communications
technology, with emphasis on text messaging, location-based services including enhanced 9-1-1 (E9-1-1) for
wireless carriers and Voice over Internet Protocol (VolP) service providers, and secure satellite-based
communication solutions for government customers.

We are a Maryland corporation founded in 1987 with headquarters at 275 West Street, Annapolis, Maryland
21401. Our Web address is www.telecomsys.com. The information contained on our Web site does not
constitute part of this Annual Report on Form 10-K. All of our filings with the Securities and Exchange
Commission are available through a link on our website. The terms “TCS”, "we”, “us” and “our” as used in this

2
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http://www.telecomsys.com

Annual Report on Form 10-K refer to TeleCommunication Systems, Inc. and its subsidiaries as a combined
entity, except where it is made clear that such terms mean only TeleCommunication Systems, Inc.

. Our business is conducted through two operating segments, Commercial (46% of 2008 revenue) and A
- Government (54% of 2008 revenue). See discussion of segment reporting in Note 20 to the audited
Consolidated Financial Statements presented elsewhere in this Annual Report on Form 10-K for additional

segment information.

Commercial Segment: Our carrier services and systems products enable wireless carriers to deliver short
text messages, location information, internet content, and other enhanced communication services to and from
wireless phones. We provide E9-1-1 services, commaercial location-based services, and inter-carrier text
message distribution services on a hosted, or service bureau basis, that is, customers use our software
functionality through connections to and from our network operations centers, paying us monthly fees based
on the number of subscribers, cell sites, call center circuits, or message volume. We provide hosted services
under contracts with wireless carrier networks, as well as VoIP service providers. We earn subscriber revenue
through wireless applications including our navigation and traffic application which are available via many
wireless carriers. We earn carrier software-based revenue through the sale of licenses, deployment and
customization fees and maintenance fees. Pricing is generally based on the volume of capacity purchased
from us by the carrier. As of December 31, 2008, we had deployed 108 of our software systems in wireless
carrier networks around the world, including those of Verizon Wireless, Telefonica and its affiliate Vivo, and
Hutchison Whampoa's “3” brand third generation networks.

Government Segment: Since our founding in 1987 we have provided communication systems integration,
information technology services, and software solutions to the U.S. Department of Defense and other
government customers. We also own and operate secure satellite teleport facilities, and resell access to
satellite airtime (known as space segment.) We design, furnish, install and operate wireless and data network
communication systems, including our SwiftLink® deployable communication systems which incorporate high
speed, satellite, and internet protocol technology. More than 1,500 of our SwiftLink® deployable
communication systems are in use for security, defense, and law enforcement around the world. In 2006, we
were named one of six prime contractors on the US Army’'s Worldwide Satellite Systems (“WWSS") contract
vehicle, with a ceiling value of up to $5 billion in procurements through 2011.

We currently have more than 65 patents, primarily for wireless messaging and location technology, and
more than 210 patent applications pending. During 2008, we sold one of our patents to TIP Communication
LLC netting $8.1 million, as part of settling a patent infringement suit again Research in Motion Limited. We
. employ approximately 600 people.

SwiftLink®, Xypoint®, and Enabling Convergent Technologies ®, are trademarks or service marks of
TeleCommunication Systems, Inc. or our subsidiaries. This Annual Report on Form 10-K also contains
trademarks, trade names and services marks of other companies that are the property of their respective

owners.

I. Commercial Segment:

We provide software, related systems, hosted services, maintenance and related services to wireless
carriers, Voice Over IP service providers, and users of electronic map and related location-based technology,

based on our portfolio of patented intellectual property.

A. Commercial Product and Service Offerings

1. Commercial services. We own and lease network operation centers that host software for which
customers make recurring monthly usage payments. Our hosted offerings include wireless and Voice over [P
E9-1-1, and commercial location-based applications. Through wireless carriers, we sell subscriptions to

- services using our client software applications such as navigation, traffic, and points of interest, sometimes in
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collaboration with owners of brand names such as Rand McNally®. Our primary commercial product offerings
include:

a. Hosted Location-Based Services, including E9-1-1. Our E9-1-1 service bureau works with wireless
carriers and local emergency services in compliance with the Federal Communication Commission
requirements. When a wireless subscriber covered by this service makes a 9-1-1 call from his or her
wireless phone, the software (1) identifies the call as an emergency call, (2) accesses the handset's
location information from the wireless network, (3) routes the call to the appropriate public safety
jurisdiction, (4) translates the information into a dispatcher-friendly format, and (5) transmits the data to the
local emergency service call center. Our E9-1-1 service operates on a platform at our network operations
center in Seattle, Washington with data center redundancy in Phoenix, Arizona. As of December 31, 2008,
we are under contract o provide E9-1-1 services to more than 40 customers including wireless carriers
Verizon and AT&T Wireless, and Voice over IP service providers including Vonage and Level 3.

b. Customer subscriptions to application-based services such as Navigation, Traffic and
Points-of-Interest. TCS’ strategy is to provide wireless subscriber applications that use location-based
technology, which subscribers may select and pay recurring monthly fees. TCS has launched its real-time
traffic application downloadabie mobile applications that deliver easy access to maps, directions and
directory listings for the entire United States, and its navigation applications on multiple networks.
Variations of all applications are sold under the Rand McNally® brand as well as carrier or other brands.

¢. Software and system maintenance. For our installed base of systems in use by customers (see
system descriptions below), we provide ongoing operational support, including administration of system
components, system optimization and configuration management. Maintenance services include tracking
customer support issues, trouble shooting, and developing and installing maintenance releases. We
typically provide maintenance services for an annual fee paid in advance, which is priced based on the
cumulative license fees we have billed for the systems being supported.

d. Professional services involving electronic map technology. We provide custom software
development and professional services to customers engaged in telematics (the use of Global Positioning
System technology integrated with computers and mobile communications technology in automotive
navigation systems). Customers include DENSO Corporation of Japan, and services include
points-of-interest applications, and compilation and maintenance of geographic information databases used
in vehicle navigation systems for products including Toyota, Lexus, Land Rover and Hyundai brands.

2, Commercial Licensed Software-based Systems: We design and develop software products for
wireless carrier and enterprise networks that enable the delivery of secure and personalized content, services,
and transactions to wireless devices. We design our software using industry standards for easy
implementation, customization, and interoperability with other network components. Most of our commercial
software is designed and delivered together with third-party software and related hardware, which is integrated
into new and existing networks by our engineers. Our primary commercial software-based system offerings
include:

a. Xypoint® Location Platform (XLP) and Applications for Location-based Services: Our Xypoint®
Location Platform system interacts with wireless network to extract location information (the “X/Y"
coordinates) of a user’s device. In order to determine a user’s location with sufficient precision for
U.S. public safety compliance and for commercial location-based applications, our technology interacts with
networks that have incorporated Assisted GPS systems that use Global Positioning System (GPS) chips in
user handsets; it can also work with network triangulation software which some carriers have added to cell
towers and switches in the network. We have been a leader in developing the location platform standard
called Secure User Plane for Location (SUPL) and have incorporated the technology in our product. Our
platform also provides privacy controls so that the wireless device user controls access to the user's
location information. The "X/Y" information extracted from networks by our XLP is used by application
software including £9-1-1, driving navigation directions, identification of points of interest locations near the
end user (such as-gas stations, restaurants, or hotels), and locating other network subscribers near the
user's current position.
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b. Short Message Service Center and Wireless Intelligent Gateway. Our Short Message Service
Center software enables users to send and receive text or data messages to and from wireless devices.

. The Wireless Intelligent Gateway is a portal for two-way data communication between users of wireless

networks and the Internet. The Gateway allows users to customize the services they receive on wireless
devices by setting up a user profile through a single Internet-based procedure. Wireless carriers can access
these user profiles and usage data to gain a better understanding of customer behavior. The Wireless
Intelligent Gateway allows additional wireless applications to be added as desired, as well as
personalization, instant messaging and spam-blocking capabilities that can be independently customized
by the end-user. It can interoperate with our location-based service platform and applications.

B. Commercial Market Opportunities and Strategy

We plan to continue to develop and sell software and engineered systems which we will deliver through
deployment in customer networks or through hosted and subscription business models. Our development
investment is focused on the delivery of Internet content, proprietary third-party content, short messages,
location information, corporate network data and other enhanced data-communication services to and from
wireless devices. The following trends are driving demand for our products and services:

Growth in Wireless and Voice over Internet Protocol (VolP) Subscribers. The use of wireless
communications has increased significantly in recent years, driven by expanded wireless network
coverage, upgraded high-speed digital wireless networks, more affordable wireless communications service
plans, and higher quality and less expensive wireless devices. VolP service offers cost advantages over
traditional wireline service. Wireless growth is expected to continue to increase in all regions around the
world for the foreseeable future. Driving this growth is the replacement of landline connections with wireless
connections. Some households are now using cellular phones exclusively. This is especially true for young
adults, but also true in developing countries where wireless may often be the only means of
communications.

The FCC’s E9-1-1 Mandates. We are one of the two leading providers of E9-1-1 service to wireless and
VoIP service providers in the U.S. The ability to call for help or communicate with family members in need
is the reason many people cite for having a wireless phone. A key to enhancing personal safety through a
cell phone is the availability of E9-1-1 wireless capabilities. In 19986, the Federal Communications
Commission (FCC) mandated the adoption of E9-1-1 technology by wireless carriers. In June 2005, the
FCC ordered providers of interconnected VolP service to provide E9-1-1 services to all of their customers

. as a standard feature of the service, rather than as an optional enhancement. The FCC requires wireless

carriers to issue quarterly reports as to their progress and compliance with FCC-mandated deployment
schedules.

Cellular Network Improvements to Third Generation Capabilities. Mobile operators are deploying
high-speed data networks based on third generation technologies that, in many cases, equal or surpass |
data rates that are typically available for residential wireline users. The deployments of these high-speed
wireless data networks have made it possible for individuals and enterprises to “wireless-enable” many
services that previously required a wireline connection, such as connecting to the Internet and accessing
corporate data outside the office. Our location-based technology and applications incorporating map
graphics take advantage of these network enhancements.

Improving Wireless Device Functionality. Manufacturers continue to increase the functionality of
mobile devices including phones and personal digital assistants through higher resolution, color screens,
and increased computing capability for sophisticated applications. These devices enable the user to take
advantage of the high-speed data networks for Internet and data usage. Broad adoption of location-based
services (LBS) has required, among other things, handsets incorporating components for interoperation
with Global Positioning System satellites and with LBS network components that we have developed and
provide. A growing number of handheld wireless device models contain Global Positioning System (GPS)
chipsets which interoperate with our network platforms and applications.

Growing Use of Commercial Location-Based Wireless Services (LBS). A driver of wireless
communication subscriber revenue growth is the delivery of timely, highly specialized, interactive and
location-specific information. Technology incorporated in a growing number of networks and handsets now

enables
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determination of the handset's location with sufficient.precision to allow useful applications beyond public
safety’'s E9-1-1. Wireless users benefit from the ability to receive highly customized location-specific
information in response to their queries or via targeted opt-in content delivered to the wireless device. ‘ ‘
Enterprises benefit from wireless location technology by utilizing routing and tracking applications for their
mobile field forces. Our software provides wireless location solutions to mobile operators today through our
Xypoint® Location Platform (XLP.) This technology is being used, via interconnection with XLP systems
hosted in our network operations, by MetroPCS and Ntelos in the U.S., Bell Mobility in the U.S. and
Canada, Centennial Puerto Rico in Puerto Rico, and lusacell in Mexico. Our XLP in-network system
customers include Alltel (now part of Verizon Wireless), Hutchison Whampoa's “3“™ networks, and
Telefonica's Vivo network in Brazil. We are deploying hosting infrastructure in Mumbai, India to serve Tata
Teleservices and other carriers in India with location data and downloadable navigation application
software. . .

Growing Use of Short Messaging and Internet Applications. The number of short messaging
services (SMS) users and messages per individual are projected to continue to increase significantly.
Mobile operators in the United States are experiencing rapid SMS traffic growth, according to statistics from
mobile operators. The Internet and internal corporate data networks, or intranets, have emerged as global
communications channels that allow users to share information and conduct business transactions
electronically. We provide solutions for mobile operators to receive and route e-mail and SMS messages
through our Short Message Service Center and Wireless Intelligent Gateway systems.

The ‘key elements of our commercial strategy are to:

+ Focus our Software and Integration Resources on Evolving Carrier Network Capabilities. Mobile
operators and the federal government increasingly seek integrated solutions that can harness both
messaging capabilities of networks and location information of end-users. We are well positioned to
address the evolving integration needs of our commercial and government clients through our
demonstrated expertise in both messaging and location determination. Mobile operators have made large
capital expenditure investments in infrastructure for wireless data and location determination
technologies. While originally envisioned as separate technologies, messaging and location
determination technologies can be integrated to provide value-added services and applications for the
operators’ end-users.

Expand Our Sales and Marketing Relationships. We are developing relationships with communication
infrastructure providers in order to expand our sales channels for our carrier software products and .

services. We have historically leveraged our strategic relationships with original equipment
manufacturers to market our Commercial Segment products to wireless carriers worldwide. We have long
standing relationships with Qualcomm Incorporated and its subsidiary SnapTrack Inc., including the
BREW Locate Signature Solution, We are adding partnerships for our location technologies, including a
marketing alliance in China established in January 2009.

v Grow Our Wireless Carrier and Voice Over IP Customer Base. We now serve or are under contract
with more than 40 wireless carrier networks and VolP service providers in 16 countries. We intend to
expand our domestic and international carrier base by capitalizing on our relationships with original
equipment manufacturers and establish new distribution parinerships and by expanding our own sales
and marketing initiatives. We will continue to develop network software for wireless carriers that operate

on all major types of networks.

Leverage Our Expertise in Accessing Information Stored Inside Wireless Networks. We will
continue to leverage our knowledge of complex call control technology, including Signaling System 7 and
Internet Protocol standards, to uniock valuable information such as user location, device on/off status,
and billing and transaction records that reside inside wireless networks and are difficult to retrieve and
utilize. Using this information, we intend to expand the range of capabilities that wireless data technology

can accomplish for our customers.

» Develop and Enhance Our Technology. We will continue to invest in our underlying technology and to
capitalize on our expertise to meet the growing demand for sophisticated wireless applications. As of
January 1, 2008, our staff included approximately 300 personnel with technical expertise in wireless i
network, client software development, hosted wireless operations, satellite-based communication i
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technology and integrated network solutions. We also have research and development relationships with
wireless handset manufacturers, wireless carriers, and content and electronic commerce providers. Our
Xypoint® platform architecture efficiently integrates our presence, location, call controf and messaging
technology, resulting in reduced costs, increased reliability, more efficient deployments, compatibility with
our existing products and a migration path to third-generation services. '

+ Pursue Select Acquisitions. We intend to continue to selectively consider acquisitions of companies
and technologies in order to increase the scale and scope of our operations, market presence, products,

services and customer base.

. Government Segment:

We provide secure, deployable communication systems, and engineering and technical services, with
emphasis on satellite-based communication technology, to agencies of the U.S. Departments of Defense
(DoD), State, Justice, Homeland Security, as well as the City of Baltimore and other government customers.

A. Government Products and Services

1. Government Services. We enter into fee-for-service contracts under which revenue is generated based
on contract labor billing rates or based on fixed fees for deliverables. These services, typically under multi-year
contracts or contract vehicles, include:

a. Network Operation and Telecom Expense Management Support. We design, install, and operate
data networks that integrate computing and communications, including systems that provide
communications via both satellite and terrestrial links. We can provide complete network installation
services from cabling infrastructure to complex communications system components. We also provide
ongoing network operation and management support services including telecom expense management
under multi-year contracts with government customers.

b. Secure Satellite Teleport Data Landing and Transmission Services. We own and operate a
high-speed satellite communications teleports in Manassas, Virginia that are connected to the public
switched telephone network. These facilities provide transport services for Internet Protocol (IP)-based
media content consisting of Voice over [P (VoIP), Internet, video, and messaging data using Very Small
Aperture Terminal (VSAT) satellite technology as part of our communication solutions for our customers.
We purchase space segment and resell it to customers using our facilities.

¢. Maintenance Services. We offer basic and extended maintenance services related to our SwiftLink®
products and customized deployable communication systems.

2. Government Systems. We have designed and developed our SwiftLink® product line a series of
ruggedized; wireless and satellite-based secure communication systems, which can be rapidly deployed in
remote areas where other means of reliable communications may not be available. SwiftLink® products
provide secure voice, video and data communications for multiple personnel. All of our SwiftLink® systems can
be deployed by a single person in less than ten minutes, creating critical communication channels from any
location around the world. Uses include critical communications for DoD warfighters and command
headquarters, emergency response, news reporting, public safety, drilling and mining operations, field surveys
and other activities that require remote capabilities for video and data transmission. Integration work which
typically accompanies customer purchases of our secure deployable systems is reported together with the
system sales revenue. The Broadband Global Area Network upgrade of the Inmarsat satellite constellation,
which enables lower cost internet protocol traffic with broader band capability, expands our opportunity for
SwiftLink® sales. More importantly, our deployable VSAT multi-band terminals provide access to a wide array
of commercial and military sateliites that make broadband capabilities available on a global basis. In addition,
our deployable broadband wireless systems provide additional extensions of secure wireless communications

_ services for up to 30 miles from a Switlink® point of presence.
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B. Government Market Opportunities and Strategy

We plan to continue fo provide communication systems integration, information technology services, .
software solutions to the U.S. Department of Defense, and other government customers, in addition to ‘
operating secure satellite teleport facilities and reselling access to satellite airtime. Our development and
business growth is focused on continuity of operations, field service operations and increased satellite
managed bandwidth services. The following trends are driving demand for our products and services:

Expanded Need for Secure, Interoperable Deployable Communication Solutions. In recognition of the
military imperative of enabling secure, broadband access to data for missions in disparate, remote locations,
the US Army awarded the WWSS 5-year procurement contract vehicle to six prime contractors, including
TeleCommunication Systems, Inc. in the third quarter of 2006, with a ceiling value of up to $5 billion in
procurements through 2011. This procurement encompasses systems like our SwiftLink® family of
deliverables, and during 2008 we generated significant revenue under WWSS, including fulfillment of orders
for equipment under three WWSS programs: MiTT (Military Transition Team); WPPL (Wireless Point-to-point
Link, and SNAP (Secure and Non-secure |P Network Access Point) systems. We are continuing to enhance
our deployable communication systems product line to take advantage of the evolving environment, including
the benefits of Very Small Aperture Terminal (VSAT) satellite communications architectures deployable in
multiple aperture sizes from 0.45 meter man pack terminals to 2.4 meters where desirable and the use of
Inmarsat Broadband Global Area Network enhancements to our satellite services.

Growing Use of Secure Wireless Communications and Location Technology for Defense,
Intelligence and Homeland Security. Wireless communications and location technology are key initiatives
within the federal government for both security and supply-chain management. Wireless communications in
emergencies are of paramount importance, as emergency personnel need to be able to communicate and
share information across agencies and departments where wireline systems may be unavailable. We believe
that our expertise in the areas of wireless E9-1-1, location and messaging services, and secure satellite
communications can be leveraged to provide the needed wireless infrastructure for the U.S. Departments of
Homeland Security and Defense and we are currently pursuing opportunities to provide such products and
services. Our SwiftLink® deployable communication systems are also increasingly used by military and other
government agencies around the globe for communications in times of emergencies. SwiftLink® is designed to
provide secure voice and data communications through encrypted satellite links.

Government Outsourcing of Network and Telecom Technical Functions. Federal agencies, as well as
state and local governments, are increasingly contracting with specialist teams for functions such as network
management, and for long-term projects such as software development and systems integration. Since the ‘
founding of our Company, we have built relationships with federal agencies, as well as the State of Maryland
and the City of Baltimore. Since early 2004, we have made it a management priority to aggressively expand
our base of long-term service contract engagements. We have added experienced sales personnel and
enhanced our relationships with systems integrators and specialist vendors to expand our penetration of the
government service market.

Secure Teleport and Integration Capabilities along with Deployable Systems as a Bundled
Offering. Government customers can benefit from single-sourcing secure communications solutions which
include a secure U.S. landing site for backhaul traffic as well as network engineering expertise and secure
remote terminals. We believe that TCS enjoys a competitive advantage, because it can offer ali of these
elements from a single vendor.

Application of Commercially Proven Technology to Government Solutions. Government customers
increasingly are using commercial carrier networks. Procurement officers have expressed a preference for
solutions that incorporate proven commercial technology, rather than reliance on government research and
development funding. Our portfolio of software, patented intellectual property, and teams of wireless and
encryption specialists positions us to tap into this opportunity.
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Customers

Commercial Segment, Our commercial customers include wireless telecommunications carriers in the
United States and foreign countries, either directly or through our channel partners. We provide licensed
software-based systems, and hosted service bureau offerings fo carriers around the world. Our wireless carrier
customers include Verizon Wireless (22% of total 2008 revenue from continuing operations), AT&T Wireless,
T-Mobile and the Hutchison Whampoa third generation “3" brand networks. Customers for our Voice Over IP
E9-1-1 services include Vonage and Level 3. We provide electronic map technology solutions to telematics
vendors including DENSO Corporation. Our sales efforts target wireless and Voice over IP service providers

around the world.

Government Segment. Our major Government Segment customers include major elements of the
U.S. Departments of Defense, Justice, Homeland Security, and State, the General Services Administration, the
City of Baltimore, and Northrop Grumman In the aggregate, U.S. federal government entities accounted for
42% of total 2008 revenue from continuing operations.

Backlog
As of December 31, 2008 and 2007, we had unfilled orders, or funded contract and total backlog, as
follows:

December 31, 2008 vs. 2007
(8 in millions) 2008 2007 $ %
Commercial Segment - SUTII8T80 0§ 939 % (13.8) - (15%)
Government Segment 79.7 36.7 43.0 117%
Total funded contract backlog ~ =/ " Co 0. 70§ 150.8° . § 1306 $“ U297 0y
Commercial Segment ' v:$‘ 91.0 $ 1034 (12. 4) (12%)
Gavermnment Segment " : . r3B4.00 0 128.8 f 225.2° 175% -
Total backlog of orders and commltments mcludmg
customer options $ 4450 $ 2322 $ 2128 92%
Expected to be realized within next 12 months /71§ 11607 "'§ 846 . $ 314 3%

Funded contract backlog represents contracts for which fiscal year funding has been appropriated by our
customers (mainly federal agencies), and for our hosted services is computed by multiplying the most recent
month’s recurring revenue times the remaining months under existing long-term agreements, which we believe
is the best available information for anticipating revenue under those agreements. Total backlog, as is typically
measured by government contractors, includes orders covering optional periods of service and/or deliverables,
but for which budgetary funding may not yet have been approved. Company backlog at any given time may be
affected by a number of factors, including the availability of funding, contracts being renewed or new contracts
being signed before existing contracts are completed. Some of our backlog could be canceled for causes such
as late delivery, poor performance and other factors. Accordingly, a comparison of backlog from period to
period is not necessarily meaningful and may not be indicative of eventual actual revenue.

Sales and Marketing

We sell our products and services through our direct sales force and through indirect channels. Our direct
sales force consists of approximately 20 professionals in the U.S. and Europe. We have also historically
leveraged our relationships with original equipment manufacturers (OEMs) to market our commercial systems
to wireless carrier customers. These indirect sales relationships include Alcatel Lucent, and Qualcomm. We
are also adding partnerships for our location technologies, including a marketing alliance in China established
in January 2009. During the indirect sales process, as well as during installation and maintenance, we have

extensive direct contact with prospective carrier customers.

We are pre-qualified as an approved vendor for some government confracts, and some of our products and
services are available to government customers via the General Services Administration’s Information

Technology
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Schedule 70, and the Worldwide Satellite Services (WWSS) and the Space and Naval Warfare Foreign Military

Sales (SPAWAR FMS) contract vehicles. We collaborate in sales efforts under various arrangements with

integrators. Our marketing efforts also include advertising, public relations, speaking engagements and . .
attending and sponsoring industry conferences.

Competition

The markets for our products and services are competitive. The adoption of industry standards may make it
easier for new market entrants to compete with us. We expect that we will continue to compete primarily on the
basis of the functionality, breadth, time to market, ease of integration, price, and quality of our products and
services, as well as our market experience and reputation. The market and competitive conditions are
continually developing. Our software products compete with many similar products provided by other
companies, It is difficult to present a meaningful comparison between our competitors and us because there is
a large variation in revenue generated by different customers, different products and services, as well as the
different combinations of products and services offered by our competitors. We cannot, therefore, quantify our
relative competitive position.

Our current and potential competitors include:

+ Commercial Segment. Intrado Inc. division of West Corporation; Motorola Inc.; Siemens AG; Ericsson
LM Telephone Co.; Openwave Systems Inc.; Acision; Comverse Technology Inc.

. Government Segment. Computer Sciences Corporation; ViaSat Inc.; General Dynamics corp.; DataPath
Inc.; CACI International Inc.; Globecomm Systems, Inc.; Comtech Telecommunications, Corp.

Many of our existing and potential competitors have substantially greater financial, technical, marketing and
distribution resources than we do. Many of these companies have greater name recognition and more
established relationships with their target customers. Furthermore, these competitors may be able to adopt
more aggressive pricing policies and offer customers more attractive terms than we can. With time and capital,
it would be possible for our competitors to replicate our products and services.

We partner with vendors of precise location technology. Certain of our partners may attempt to compete
with our operating platform by developing their own transmission platform or by purchasing another mobile
location platform. The markets for commercial location and other mobile wireless applications for carriers and
enterprises are relatively new and continually developing. The convergence of wireless technologies and the
Internet is creating many initiatives to bring data and transaction capabilities to wireless devices. There is a .
wide array of potential competitors in this market, including providers of competing location management
platforms, competing e-mail products, competing enterprise mobility platforms and other competing
applications for wireless devices.

Research and Development

Our success depends on a number of factors, which include, among other items, our ability to identify and
respond to emerging technological trends in our target markets, to develop and maintain competitive products,
to enhance our existing products by adding features and functionality that differentiate the products from those
of our competitors, and to bring products to market on a timely basis and at competitive prices. As of
January 1, 2009, our overall staff included approximately 300 professionals with technical expertise in wireless
netwark, client software development and satellite-based communication technology. Since 1998, we have
made substantial investments in wireless technology research and development, most of which has been e
devoted to the development of carrier and enterprise network software products and services. We are primarily
focusing our current research and development investments in cellular location-based and electronic map
technology, including ES-1-1 technology. We actively support existing telecommunications standards and
promote new telecommunications standards in order to expand the market for wireless data. We actively
participate in wireless standards-setting organizations including the Open Mobile Alliance, and we are
represented on the Board of Directors for the E9-1-1 Institute. In 1996, we co-founded the Intelligent Network
Forum, an organization dedicated to expanding the role of intelligent networks in telecommunications. As part
of our strategy to expand the role of short messaging, we co-founded the Short Message Peer-to-Peer Forum
in 1999.
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For the years ended December 31, 2008, 2007, and 2008, our research and development expense in
continuing operations was $16.2 million, $13.1 million, and $12.6 million, respectively.

Certain of our government customers contract with us from time to time to conduct research on
telecommunications software, equipment and systems.

Intellectual Property Rights

We rely on a combination of patent, copyright, frademark, service mark, and frade secret laws and
restrictions to establish and protect certain proprietary rights in our products and services.

We currently hold more than 65 issued patents relating to wireless text messaging, inter-carrier messaging,
number portability, GPS ephemeris data, emergency public safety data routing and electronic commerce. We
have filed more than 210 additional patent applications for certain apparatus and processes we believe we
have invented to enable key features of the location services, wireless text alerts, Short Message Service
Center, mobile-originated data and E9-1-1 network software. There is no assurance that these patent
applications will result in a patent being issued by the U.S. Patent and Trademark Office or other patent
offices, nor is there any guarantee that any issued patent will be valid and enforceable. Additionally, foreign
patent rights may or may not be available or pursued in any technology area for which U.S. patent applications

have been filed.

We developed our Short Message Service Center software in 1996 under our development agreement with
Alcatel Lucent. Under the development agreement, we share certain ownership rights in this software )
application with Alcatel Lucent. The scope of each party’s ownership interest is subject to each party's various
underlying ownership rights in intellectual property and also to confidential information contributed to the
applications, and is subject to challenge by either party.

As a member of various industry standard-setting forums, we have agreed to license certain of our
intellectual property to other members on fair and reasonable terms to the extent that the license is required to
develop non-infringing products under the specifications promulgated by those forums.

Employees

As of December 31, 2008, we had 585 employees, of which 573 were full-time and 12 were parf-time. We
believe relations with our employees are good. None of our employees is represented by a union.

Geographical Information

During 2008, 2007, and 2008, total revenue generated from products and services of our continuing
operations in the U.S. were $211.5 million, $138.6 million, and $117.6 million, respectively, and total revenue
generated from products and services outside of the U.S. were $8.6 million, $5.6 million, and $7.3 million,
respectively.-As of December 31, 2008, 2007, and 2006, essentially all of the long-lived assets of our
continuing operations were located in the U.S.

During 2007 and 2006, total revenue generated from products and services of our discontinued Enterprise
division in the U.S. were $5.6 million and $22.1 million, respectively. All discontinued operations were divested

in 2007.

We are subject to risks related to offering our products and services in foreign countries. See the
information under the heading “Risk Factors — Because our product offerings are sold internationally, we are
subject to risks of conducting business in foreign countries” included in ltem 1A.
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ltem 1A.Risk Factfors .
You should consider carefully each of the following risks and all of the other information in this Annual Report '

on Farm 10-K and the documents incorporated by reference herein. If any of the following risks and

uncertainties develops into actual events, our business, financial condition or results of operations could be

materially adversely affected.

Risks Related to Our Business

If wireless carriers do not continue to provide additional products and services to their subscnbers
our business could be harmed.

if wireless carriers limit their product and service offerings or do not purchase additional products containing
our applications, our business will be harmed. Wireless carriers face implementation and support challenges in
introducing Internet-based services via wireless devices, which may slow the rate of adoption or
implementation of our products and services. Historically, wireless carriers have been relatively siow to
implement complex new services such as internet-based services. Our future success depends upon a
continued increase in the use of wireless devices to access the Internet and upon the continued development
of wireless devices as a medium for the delivery of network-based content and services. We have no control
over the pace at which wireless carriers implement these new services. The failure of wireless carriers to
introduce and support services utilizing our products in a timely and effective manner could reduce sales of our
products and services and have a material adverse effect on our business, financial position, results of
operations or cash flows.

We may fail to support our anticipated growth in operations which could reduce demand for our
services and materially adversely affect our revenue.

Our business strategy is based on the assumption that the market demand, the number of customers, the
amount of information they want to receive and the number of products and services we offer will all increase.
We must continue to develop and expand our systems and operations to accommodate this growth. The
expansion and adaptation of our systems operations requires substantial financial, operational and
management resources. Deployment of our Government systems has increased substantially and while we
have increased our production capabilities to satisfy the increased demand, our ability to meet production

schedules for increasing demand could adversely impact our product quality and reliability. Any failure on our
part to develop and maintain our wireless data services and government system production lines as we
experience rapid growth could significantly reduce demand for our services and materially adversely affect our
revenue. Also, if we incorrectly predict the market areas that will grow significantly, we could expend significant
resources that could have been expended on other areas that do show significant growth.

A significant portion of our contracts with the U.S. government are on a fixed price basis which
could negatively impact the Company profitability.

A material portion of the Company’s annual revenues are derived from fixed-price contracts. Due to their
nature, fixed-price contracts inherently have more risk than flexibly priced contracts. Our operating margin is
adversely affected when contract costs that cannot be billed to customers are incurred. While management
uses its best judgment to estimate costs associated with fixed-price contracts, future events could result in
either upward or downward adjustments to those estimates which could negatively impact our profitability. The
increase in contract costs can occur if estimates to complete increase or if initial estimates used for calculating
the contract cost were incorrect. The cost estimation process requires significant judgment and expertise.
Reasons for cost growth may include unavailability and productivity of labor, the nature and complexity of the
work to be performed, the effect of change orders, the availability of materials, interruptions in our supply
chain, the effect of any delays in performance, availability and timing of funding from the customer, natural
disasters, and the inability to recover any claims included in the estimates to complete. A significant change in
cost estimates on one or more programs could have a material effect on the company’s consolidated financial
position or results of operations.
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:

We are subject to procurement and other related laws and regulation which carry significan
enalties for non-compliance.

As a supplier to the U.S. government, we must comply with numerous regulations, including those
governing security and contracting practices. In addition, prime contracts with various agencies of the
U.S. government and subcontracts with other prime contractors are subject to numerous laws and regulations.

Failure to comply with these procurement regulations and practices couid result in fines being imposed
against us or our suspension for a period of time from eligibility for bidding on, or for award of, new government
contracts. If we are disqualified as a supplier.to government agencies, we would lose most, if not all, of our
U.S. government customers and revenues from sales of our products would decline significantly. Among the
potential causes for disqualification are violations of various statutes, including those related to procurement
integrity, export control, U.S. government security regulations, employment practices, protection of the
environment, accuracy of records in the recording of costs, and foreign corruption. The government could
investigate and make inquiries of our business practices and conduct audits of contract performance and cost
accounting. Based on the resuits of such audits, the U.S. government could adjust our contract-related costs
and fees. Depending on the results of these audits and investigations, the government could make claims
against us, and if it were to prevail, certain incurred costs would not be recoverable by us.

Current levels of market volatility are unprecedented and adverse capital and credit market
conditions may negatively impact us.

The capital and credit markets have continued to experience extreme volatility and disruption. Historically,
we have occasionally accessed these markets to support certain business activities. In the future, we may not
be able to obtain capital market financing or credit availability on simifar terms, or at all, which could have a
material adverse effect on our business, financial position, results of operations or cash flows.

Changes in the U.S. and global market conditions that are beyond our control may have a material
adverse effect on us.

The U.S. and global economies are currently experiencing a period of substantial economic uncertainty with
wide-ranging effects, including the current disruption in global financial markets. Possible effects of these
economic events include those relating to U.S. government defense spending, business disruptions caused by
suppliers or subcontractors, impairment of goodwill and other long-lived assets and reduced access to capital
and credit markets. Although governments worldwide, including the U.S. government, have initiated sweeping
economic plans, we are unable to predict the impact, severity, and duration of these economic events, which
could have a material effect on our business, financial position, results of operations or cash flows.

We could incur substantial costs from product liability claims relating to our software.

Our agreements with customers may require us to indemnify customers for our own acts of negligence and
non-performance. Product liability and other forms of insurance are expensive and may not be available in the
future. We cannot be sure that we will be able to maintain or obtain insurance coverage at acceptable costs or
in sufficient amounts or that our insurer will not disclaim coverage as to a future claim. A product liability or
similar claim may have a material adverse effect on our business, financial position, results of operations or

cash flows.

Our operating results could be adversely affected by any interruption of our data delivery services,
system failure or production interruptions.

Our E9-1-1, hosted location-based services and satellite teleport services operations depend on our ability
to maintain our computer and telecommunications equipment and systems in effective working order, and to
protect our systems against damage from fire, natural disaster, power loss, telecommunications failure,
sabotage, unauthorized access to our system or similar events. Although all of our mission-critical systems and
equipment are designed with built-in redundancy and security, any unanticipated interruption or delay in our
operations or breach of security could have a material adverse effect on our business, financial condition and

results of operations.

13

Source: TELECOMMUNICATION SYSTEMS INC /FAY, 10-K, March 03, 2009 Powered by Momingsta™ Document Research™




Furthermore, any addition or expansion of our facilities to increase capacity could increase our exposure to
natural or other disasters. Our property and business interruption insurance may not be adequate to
compensate us for any losses that may occur in the event of a system failure or a breach of security. '
Furthermore, insurance may not be available to us at all or, if available, may not be available to us on
commercially reasonable terms,

Because we rely on a few key customers, our revenue may decline if we fail to retain those
customers. :

The largest customers for our product and service offerings in terms of revenue generated have been the
U.S. government, Verizon Wireless, AT&T Wireless, and Hutchison 3G. For the years ended December 31,
2008 and 2007, each of Verizon Wireless and the U.S. government accounted for 10% or more of our total
revenue. For the year ended December 31, 2006 each of Verizon Wireless, AT&T Wireless (formerly known as
Cingular Wireless), and the U.S. government accounted for 10% or more of our total revenue. We expect to
generate a significant portion of our total revenue from these customers for the foreseeable future. For the year
ended December 31, 2008, the largest customers for our Commercial Segment was Verizon Wireless and the
largest customers for our Government Segment were various U.S. Government agencies.

Our growth depends on maintaining relationships with our major customers and on developing other
customers and distribution channels. The loss of any of the customers discussed in this paragraph would have
a material adverse impact on our business, financial position, results of operations or cash flows.

We derive a significant portion of our revenue from sales to various agencies of the U.S.
Government which has special rights unlike other customers and exposes us to additional risks

that could have a material adverse effect on us.

Sales to various agencies of the U.S. Government accounted for approximately 42% of our total revenue
for the fiscal year ended December 31, 2008, all of which was attributable to our Government Segment. A
majority of our backlog as of December 31, 2008 consisted of orders from the U.S. Government. Our ability to
earn revenue from sales to the U.S. Government can be affected by numerous factors outside of our control
including:

v The U.S. Government may terminate the contracts it has with us. All of the contracts we have with the

U.S. Government are, by their terms, subject to termination by the U.S. Government either for its
convenience or in the event of a default by us. In the event of termination of a contract by the
U.S. Government, we may have little or no recourse.

v Our contracts with the U.S. Government may be terminated due to Congress failing to appropriate
funds. Our U.S. Government contracts are conditioned upon the continuing availability of Congressional
appropriations. Congress usually appropriates funds for a given program on a fiscal-year basis even
though contract performance may take more than one year.

s The U.S. Government may audit and review our costs and performance on their contracts, as well as our
accounting and general practices. The costs and prices under these contracts may be subject to
adjustment based upon the results of any audits. Future audits that result in the increase in our costs
may adversely affect our business, financial position, results of operations or cash flows

Any failure by Congress to appropriate funds to any program that we participate in could materially delay or
terminate the program and could have a material adverse effect on our business, financial position, results of

operations or cash flows.

Because we rely on key partners to expand our marketing and sales efforts, if we fail to maintain or

expand our relationships with strategic partners and indirect distribution channels our license

revenues could decline.

We have announced strategic partnerships with Motorola and Alcatel-Lucent, and are working on additional
partnerships to provide supplemental channels for the marketing and sale of our software applications globally.
Our growth depends on maintaining relationships with these partners and on developing other distribution
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channels. The loss of any of these partners would have a material adverse impact on our business, financial
position, results of operations or cash flows.

. Because our business may not generate sufficient cash to fund our operations, we may not be able
to continue to grow our business if we are unable to obtain additional capital when needed, -

We believe that our cash and cash equivalents, and our bank line of credit, coupled with the funds
anticipated to be generated from operations will be sufficient to finance our operations for at least the next
twelve months. However, unanticipated events could cause us to fall short of our capital requirements. In
addition, such unanticipated events could cause us to violate our bank line of credit covenants causing the
bank to foreclose on the line and/or opportunities may make it necessary for us to return to the public markets,
or establish new credit facilities or raise capital in private transactions in order to meet our capital
requirements. We cannot assure you that we will be able to raise additionai capital in the future on terms

acceptable to us, or at all.

Our line of credit and term loan agreement contains covenants requiring us to maintain a minimum adjusted
quick ratio and a minimum liquidity ratio; as well as other restrictive covenants including, among others,
restrictions on our ability to merge, acquire assets above prescribed thresholds, undertake actions outside the
ordinary course of our business (including the incurrence of indebtedness), guarantee debt, distribute
dividends, and repurchase-our stock, and minimum tangible net worth. The agreement also contains a
subjective covenant that requires (i) no material adverse change in the business, operations, or financial
condition of our Company occur, or (ii} no material impairment of the prospect of repayment of any portion of
the bank credit agreement; or (i) no material impairment of value or priority of the lenders security interests in
the collateral of the bank credit agreement. If our performance does not result in compliance with any of the
restrictive covenants, or if our line of credit agreement lender seeks to exercise its rights under the subjective
acceleration clause referred to above, we would seek to further modify our financing arrangements, but there
can be no assurance that cur debt holders would not exercise their rights and remedies under their
agreements with us, including declaring all outstanding debt due and payable.

We are exposed to counterparty credit risk and there can be no assurances that we will manage or

mitigate this risk effectively.

We are exposed to many different industries, counterparties, and partnership agreements, and regularly
interact with counterparties in various industries.

‘ The insolvency or other inability of a significant counterparty or partner, including a counterparty to the
significant counterparty, to perform its obligations under an agreement or transaction, including, without
limitation, as a result of the rejection of an agreement or transaction by a counterparty in bankruptcy
proceedings, could have a material adverse effect on our business, financial position, results of operations or

cash flows. :

Our short-term investments are subject to market fluctuations which may affect our liquidity.

Although we have not experienced any losses on our cash, cash equivalents, and shori~term investments,
declines in the market values of these investments in the future could have an adverse impact on our financial
condition and operating results. Historically, we have invested in AAA rated money market funds meeting
certain criteria. These investments are subject to general credit, liquidity, market, and interest rate risks, which
may be directly or indirectly impacted by the U.S. sub-prime mortgage defaults that have affected various
sectors of the financial markets causing credit and liquidity issues. If an issuer defaults on its obligations, or its
credit ratings are negatively affected by liquidity, losses or other factors, the value of our cash equivalents and
short-term investments could decline and could have a material adverse effect on our business, financial

position, results of operations or cash flows.
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Our stock price, like that of many technology companies, has been and may continue to be volatile.

We expect that the market price of our Class A common stock will continue to be volatile. We are involved . -
in a highly visible, rapidly changing industry and stock prices in our industry and similar industries have risen "
and fallen in response to a variety qf factors, including:

+ announcements of new wireless data communications technologies and new providers of wireless data
communications; )

s announcements of the issuance of new patents;
* acquisitions of, or strategic alliances among, providers of wireless data communications;

« changes in recommendations by securities analysts regarding the results or prospects of providers of
wireless data communications;

. changés in investor perceptions of the acceptance or profitability of wireless data communications; and

« other global economic uncertainties.

Variations in quarterly operating results due to factors such_as changes in demand for our products

and changes in our mix of revenues and costs may cause our Class A common stock price to
decline.

Our quarterly revenue and operating results are difficult to predict and are likely to fluctuate from
guarter-to-quarter. For example, 2008 revenues of our Government Segment were significantly higher in the
second half of the year than in the first half. In 2007, revenues were slightly higher in the second half of the
year than in the first, whereas in 2006 revenues from our Government Segment were higher in the first half of
the year than in the second half. In addition, we generally derive a significant portion of wireless carrier license
revenue in our Commercial Segment from initial license fees. The initial license fees that we receive in a
particular quarter may vary significantly. As these projects begin and end, quarterly results may vary. We
therefore believe that quarter-to-quarter comparisons of our operating results may not be a good indication of
our future performance, and you should not rely on them to predict our future performance or the future
performance of our Class A common stock. Our quarterly revenues, expenses and operating results could vary
significantly from quarter-to-quarter. If our operating results in future quarters fall below the expectations of
market analysts and investors, the market price of our stock may fall. ‘

Additional factors that have either caused our results to fluctuate in the past or that are likely to do so in the
future include:

+ changes in our relationships with wireless carriers, the U.S. Government or other customers;
+ timing of introduction of new products and services;
+ changes in pricing policies and product offerings by us or our competitors;

+ changes in projected profitability of acquired assets that would require the write down of the value of the
goodwill reflected on our balance sheet.

+ costs associated with advertising, marketing and promotional efforts to acquire new customers;

v+ capital expenditures and other costs and expenses related to improving our business, expanding
operations and adapting to new technologies and changes in consumer preferences; and

« our lengthy and unpredictable sales cycle.

Growing market acceptance of “open source” software could have a negative impact on us,

Growing market acceptance of open source software has presented both benefits and challenges to the
commercial software industry in recent years. “Open source” software is made widely available by its authors
and is licensed “as is” for a nominal fee or, in some cases, at no charge. For example, Linux is a free Unix-type
operating system, and the source code for Linux is freely available.
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We have incorporated some types of open source software into our products, allowing us to enhance
certain solutions without incurring substantial additional research and development costs. Thus far, we have
encountered no unanticipated material problems arising from our use of open source software. However, as
the use of open source software becomes more widespread, certain open source technology could become
competitive with our proprietary technology; which could cause sales of our products to decline or force us to
reduce the fees we charge for our products, which could have a material adverse effect on our business,
financial position, results of operations or cash flows.

Because our product offerings are sold internationally. we are subject to risks of conducting
business in foreign countries.

Wireless carriers in Europe, Asia, Australia, Africa and Cent‘rai and South America have purchased our
products. We believe our revenue will be increasingly dependent on business in foreign countries, and we will
be subject to the social, political and economic risks of conducting business in foreign countries, including:

+ inability to adapt our products and services to local business practices, customs and mobile user
preferences;

+ costs of adapting our product and service offerings for foreign markets;
+ inability to locate qualified local employees, partners and suppliers;
+ reduced protection of intellectual property rights;

+ the potential burdens of complying with a variety of U.S. and foreign laws, trade standards and regulatory
requirements, including tax laws, the regulation of wireless communications and the Internet and
uncertainty regarding liability for information retrieved and replicated in foreign countries;

« general geopolitical risks, such as political and economic instability and changes in diplomatic and trade
relations; and

+ unpredictable fluctuations in currency exchange rates.

Any of the foregoing risks could have a material adverse effect on our business, financial position, results of
operations or cash flows by diverting time and money toward addressing them or by reducing or eliminating
sales in such foreign countries.

Because several of our competitors have significantly qareater resources than we do, we could lose
customers and market share.

Our business is highly competitive. Several of our potential competitors are substantially farger than we are
and have greater financial, technical and marketing resources than we do. In particular, larger competitors
have certain advantages over us which could cause us to lose customers and impede our ability to attract new
customers, including: larger bases of financial, technical, marketing, personnel and other resources; more
established relationships with wireless carriers; more funds to deploy products and services; and the ability to
lower prices of competitive products and services because they are selling larger volumes.

The widespread adoption of open industry standards such as the Secure User Plane for Location (SUPL)
specifications may make it easier for new market entrants and existing competitors to introduce products that
compete with our software products. Because our Commercial Segment is part of an emerging market, we
cannot identify or predict which new competitors may enter the mobile location services industry in the future.
With time and capital, it would be possible for competitors to replicate any of our products and service offerings
or develop alternative products. Additionally, the wireless communications industry continues to experience
significant consolidation which may make it more difficult for smaller companies like us to compete. Our
competitors include application developers, telecommunications equipment vendors, location determination
technology vendors and information technology consultants, and may include traditional Internet portals and
Internet infrastructure software companies. We expect that we will compete primarily on the basis of price, time
to market, functionality, quality and breadth of product and service offerings.
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These competitors could include wireless network carriers, mobile and/or wireless software companies,
wireless data services providers and secure portable communication and wireless systems integrators and
database vendors. As discussed above, many of our potential competitors have significantly greater resources
than we do. Furthermore, competitors may develop a different approach to marketing the services we provide
in which subscribers may not be required to pay for the information provided by our services. Competition
could reduce our market share or force us to lower prices to unprofitable levels.

Because we are not a small business under government size standards. we could lose business to
Small-business set-aside competitors.

Federal and state procurement laws require that certain purchases be set-aside for small business
competitors, effectively giving a preference to those smali businesses even if we have better products and
better prices. We have outgrown the size standards set for the many of the categories used to purchase
products of the nature that we sell. If a particular procurement is set-aside for only small business participants,
we may lose customers and revenues and may not be able to replace those sales with purchases from other
customers.

While we characterize a significant portion of our revenue as being “recurring” there is no
gquarantee that we will actually achieve this revenue.

A significant portion of our revenue is generated from long-term customer contracts that pay certain fees on
a month-to-month basis. While we currently believe that these revenue streams will continue, renegotiation of
the contract terms, early termination or non-renewal of material contracts could cause our recurring revenues
to be lower than expected and any growth depends on maintaining relationships with these important
customers and on developing other customers and distribution channels.

We cannot quarantee that our estimated contract backlog will resuit in actual revenue,

As of December 31, 2008, aur estimated contract backlog totaled approximately $445.0 million, of which
approximately $159.8 million was funded. There can be no assurance that our backlog will result in actual
revenue in any particular period, or at all, or that any contract included in backlog will be profitable. There is a
higher degree of risk in this regard with respect to unfunded backlog. The actual receipt and timing of any
revenue is subject to various contingencies, many of which are beyond our control. The actual receipt of
revenue on contracts included in backlog may never occur or may change because a program schedule could
change, the program could be canceled, a contract could be reduced, modified or terminated early, or an
option that we had assumed would be exsrcised not being exercised. Further, while many of our federal
government contracts require performance over a period of years, Congress often appropriates funds for these
contracts for only one year at a time. Consequently, our contracts typically are only partially funded at any
point during their term, and all or some of the work intended to be performed under the contracts will remain
unfunded pending subsequent Congressional appropriations and the obligation of additional funds to the
contract by the procuring agency. Approximately 80% of our backlog consisted of orders from the Government
Segment. Our estimates are based on our experience under such contracts and similar contracts. However,
there can be no assurances that all, or any, of such estimated contract value will be recognized as revenue.

The loss of key personnel or any inability fo attract and retain additional personnel could harm our

business.

Our future success will depend in large part on our ability to hire and retain a sufficient number of qualified
personnel, particularly in sales and marketing and research and development. If we are unable to do so, our
business could be harmed. Our future success also depends upon the continued service of our executive
officers and other key sales, engineering and technical staff. The loss of the services of our executive officers
and other key personnel could harm our operations. We maintain key person life insurance on certain of our
executive officers. We would be harmed if one or mare of our officers or key employees decided to join a
competitor or if we failed to attract qualified personnel. Our ability to atiract qualified personnel may be
adversely affected by a decline in the price of our Class A common stock. In the event of a decline in the price
of our
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Class A common stock, the retention value of stock options will decline and our employees may choose not to
remain with us, which could have a material adverse effect on our business, financial position, results of

operations or cash flows.

If our subcontractors and vendors fail to perform their contractual obligations, our performance and
reputation as a prime contractor and our ability fo obtain future business could suffer.

As a prime contractor, we often rely significantly upon other companies as subcontractors to perform work
we are obligated to perform for our clients and vendors to deliver critical components. As we secure more work
under our contract vehicles such as the WWSS agreement, we expect to require an increasing level of support
from subcontractors and vendors that provide complementary and supplementary products and services to our
offerings. Depending on labor market conditions, we may not be able to identify, hire and retain sufficient
numbers of qualified employees to perform the task orders we expect to win. In such cases, we will need to
rely on subcontracts with unrelated companies. Moreover, even in favorable labor market conditions, we
anticipate entering into more subcontracts in the future as we expand our work under our contract vehicles. We
are responsible for the work performed by our subcontractors, even though in some cases we have limited
involvement in that work. If one or more of our subcontractors fail to satisfactorily perform the agreed-upon
services on a timely basis or violate federal government contracting policies, laws or regulations, our ability to
perform our obligations as a prime contractor or meet our clients’ expectations may be compromised. In
extreme cases, performance or other deficiencies on the part of our subcontractors could result in a client
terminating our contract for default. A termination for default could expose us to liability, including liability for
the agency’s costs of re-procurement, could damage our reputation and could hurt our ability to compete for

future contracts.

Our accounting policies and methods are fundamental fo how we record and report our financial

position and results of operations, and they require management to make estimates. judgments and
assumptions about matters that are inherently uncertain, )

Our accounting policies and methods are fundamental to how we record and report our financial position
and results of operations. We have identified several accounting policies as being critical to the presentation of
our financial position and results of operations because they require management to make particularly
subjective or complex judgments about matters that are inherently uncertain and because of the likelihood that
materially different amounts would be recorded under different conditions or using different assumptions. For
example, the Company accounts for income taxes in accordance with SFAS No. 109, Accounting for Income
Taxes (“SFAS 109"). Under SFAS 109, deferred tax assets and liabilities are computed based on the
difference between the financial statement and income tax basis of assets and liabilities using the enacted
marginal tax rate. SFAS 109 requires that the net deferred tax asset be reduced by a valuation allowance if,
based on the weight of available evidence, it is more likely than not that some portion of all of the net deferred
tax asset will-not be realized. This process requires the Company’s management to make assessments
regarding the timing and probability of the ultimate tax impact. Actual income taxes could vary from these
estimates due to future changes in income tax law, significant changes in the jurisdictions in which the
Company operates, our inability to generate sufficient future taxable income or unpredicted results from the
final determination of each year’s liability by taxing authorities. These changes could have a significant impact
on the Company'’s our business, financial position, results of operations or cash flows.

Industry Risks

Because the wireless data industry is a rapidly evolving market. our product and service offerings
could become obsoléte unless we respond effectively and on a timely basis to rapid technological

changes.

The successful execution of our business strategy is contingent upon wireless network operators launching
and maintaining mobile location services, our ability to create new network software products and adapt our
existing network software products to rapidly changing technologies, industry standards and customer needs.
As a result of the complexities inherent in our product offerings, new technologies may require long
development and testing periods. Additionally, new products may not achieve market acceptance or our

competitors could
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develop alternative technologies that gain broader market acceptance than our products. If we are unable to

deveiop and introduce technologically advanced products that respond to evolving industry standards and ;

customer needs, or if we are unable to complete the development and introduction of these products on a, .
timely and cost effective basis, it could have a material adverse effect on our business, financial position, '

results of operations or cash flows.

New laws and regulations that impact our industry could increase costs or reduce opportunities to earn
revenue. The wireless carriers that use our product and service offerings are subject to regulation by domestic,
and in some cases, foreign, governmental and other agencies. Regulations that affect them could increase our
costs or reduce our ability to sell our products and services. In addition, there are an increasing number of laws
and regulations pertaining to wireless telephones and the Internet under consideration in the United States and

elsewhere.

The applicability to the Internet of existing laws governing issues such as intellectual property ownership
and infringement, copyright, trademark, trade secret, taxation, obscenity, libel, employment and personal
privacy is uncertain and developing. Any new legislation or regulation, or the application or interpretation of
existing laws, may have a material adverse effect on our business, results of operations and financial
condition. Additionally, modifications to our business plans or operations to comply with changing reguiations
or certain actions taken by regulatory authorities might increase our costs of providing our product and service
offerings and could have a material adverse effect on our business, financial position, results of operations or
cash flows.

Concerns about personal privacy and commercial solicitation may limit the growth of mobile

location services and reduce demand for our products and services.

In order for mobile location products and services to function properly, wireless carriers must locate their
subscribers and store information on each subscriber’s location. Although data regarding the location of the
wireless user resides only on the wireless carrier's systems, users may not feel comfortable with the idea that
the wireless carrier knows and can track their location. Carriers will need to obtain subscribers’ permission to
gather and use the subscribers’ personal information, or they may not be able to provide customized mobile
location services which those subscribers might otherwise desire. If subscribers view mobile location services
as an annoyance or a threat to their privacy, that could reduce demand for our products and services and have
a material adverse effect on our business, financial position, results of operations or cash flows.

Because many providers are not in compliance with current requlatory mandates and because our ‘
industry is undergoing rapid technological and requlatory change._our future performance is

uncertain,

The Federal Communication Commission, or FCC, has mandated that certain location information be
provided to operators when they receive an E9-1-1 call. Phase | of the FCC's 9-1-1 mandate required
providers to be able to locate wireless E9-1-1 callers within their originating cell sector site and report their
callback number by April 1998. Phase Il of the FCC mandate required providers to be able to pinpoint the
location of all E9-1-1 callers within 125 meters in 67% of all cases by October 1, 2001. Although both the
Phase | and Phase Il deadlines have passed, many providers are not currently in compliance with either phase
of the FCC's mandate. Even so, we believe that many public safety jurisdictions are continuing to deploy
Phase [ technology and when available, we believe they will deploy Phase Il technology.

Carriers’ obligations to provide Phase | and Phase |l services are subject to request by public safety
organizations. Due to complex regulatory, funding and political issues many public safety organizations have
not yet requested this service. As a result, wireless carriers and wireless users may never exhibit sufficient
demand for our mobile location services. Technical failures, time delays or the significant costs associated with
developing or installing improved location technology couid slow down or stop the deployment of our mobile
location products. If deployment of improved location technology is delayed, stopped or never occurs, market
acceptance of our products and services may be adversely affected.

In addition, we will rely on third-party providers to manufacture and deploy devices that determine the
precise geographic location of wireless users to comply with Phase Il of the FCC mandate. The extent and

20

Source:.TELECOMMUNICATION SYSTEMS INC /FA/, 10-K, March 63, 2009 Powered by Morningstar® Document Research>™




timing of the deployment of our products and services is dependent both on public safety requests for such
service and wireless carrier’s ability to certify the accuracy of and deploy the precise location technology.
Because we will rely on third-party location technology instead of developing the technology ourselves, we
have little or no influence over its improvement. If the technology never becomes precise enough to satisfy
wireless users’ needs or the FCC'’s requirements, we may not be able to increase or sustain demand for our

products and services, if at all.

Qur E9-1-1 business is dependent on state and local governments and the requlatory environment

for Voice over Internet Protocol IP) services is developing.

Under the FCC's mandate, wireless carriers are required to provide E9-1-1 services only if state and local
governments request the service. As part of a state or local government’s decision to request E9-1-1, they
have the authority to develop cost recovery mechanisms. However, ¢ost recovery is no longer a condition to
wireless carriers’ obligation to deploy the service. If state and local governments do not widely request that
E9-1-1 services be provided or we become subject to significant pressures from wireless carriers with respect
to pricing of E9-1-1 services, our ES-1-1 business would be significantly harmed and future growth of our

business would be significantly reduced.

The FCC has determined that VoIP services are not subject to the same regulatory scheme as traditional
wireline and wireless telephone services. If the regulatory environment for VolP services evolves in a manner
other than the way we anticipate, our E9-1-1 business would be significantly harmed and future growth of our
business would be significantly reduced. For example, many states provide statutory and regulatory immunity
from liability for wireless and wireline E9-1-1 service providers but provide no express immunities for VolP
E9-1-1 service providers. Additionally, the regulatory scheme for wireless and wireline service providers
require those carriers to allow service providers such as us to have access to certain databases that make the
delivery of an ES8-1-1 call possible. No such requirements exist for VolP service providers so carriers could
prevent us from continuing to provide VolP E9-1-1 service by denying us access to the required databases.

Because the industries which we serve are currently in le of consolidation, the n rof
customers may be reduced which could result in a loss of revenue for our business.

The telecommunications industry generally is currently undergoing a consolidation phase. Many of our

customers, specifically wireless carrier customers of our Commercial Segment, have or may become the target

of acquisitions. If the number of our customers is significantly reduced as a result of this consolidation trend, or
if the resulting companies do not utilize our product offerings, our business, financial position, results of
operations or cash flows could be materiaily adversely affected.

Technology Risks

Because our software may contain defects or errors, and our hardware products may incorporate
defective components, our sales could decrease if these defects or errors adversely affect our

reputation or del. shipments of our products,

The software products that we develop are complex and must meet the stringent technical requirements of
our customers. Our hardware products are equally complex and integrate a wide variety of components from
different vendors. We must quickly develop new products and product enhancements to keep pace with the
rapidly changing software and telecommunications markets in which we operate. Products as complex as ours
are likely to contain undetected errors or defects, especially when first introduced or when new versions are
released. Qur products may not be error or defect free after delivery to customers, which could damage our
reputation, cause revenue losses, result in the rejection of our products or services, divert development
resources and increase service and warranty costs, each of which could have a serious harmful effect on our
business, financial position, results of operations or cash flows.
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If we are unable to integrate our products with wireless service providers’ systems we may lose
sales to competitors.

Our products operate with wireless carriers’ systems, various wireless devices and, in the case of our
E9-1-1 offering, with mobile telephone switches and VolP service provider systems. If we are unable to
continue to design our software to operate with these systems and devices, we may lose sales fo competitors.
Mobile telephone switches and wireless devices can be manufactured according to many different standards
and may have different variations within each standard. Combining our products with each type of switch,
device or VoIP system requires a specialized interface and extensive testing. If as a result of technology
enhancements or upgrades to carrier and VolP provider systems our products can no longer operate with such
systems, we may no longer be able to sell our products. Further, even if we successfully redesign our products
to operate with these systems, we may not gain market acceptance before our competitors.

Failure to meet our contractual obligations could adversely affect our profitability and future

prospects.

We design, develop and manufacture technologically advanced and innovative products and services
applied by our customers in a variety of environments, Problems and delays in development or delivery as a
result of issues with respect to design, technology, licensing and patent rights, labor, learning curve
assumptions, or materials and components could prevent us from achieving contractual obligations. In
addition, our products cannot be tested and proven in all situations and are otherwise subject to unforeseen
problems. Examples of unforeseen problems which could negatively affect revenue and profitability include
problems with quality, delivery of subcontractor components or services, and unplanned degradation of
product performance.

Because our systems may be vulnerable to systems failures and security risks, we may incur

significant costs to protect against the threat of these problems.

We provide for the delivery of information and content to and from wireless devices in a prompt and timely
manner. Any systems failure that causes a disruption in our ability to facilitate the transmission of information
to these wireless devices could result in delays in end users receiving this information and cause us to lose
customers. Our systems could experience such failures as a result of unauthorized access by hackers,
computer viruses, hardware or software failures, power or telecommunications failures and other accidental or
intentional actions which could disrupt our systems. We may incur significant costs to prevent such systems
disruptions.

Increasingly our products will be used to create or transmit secure information and data to and from
wireless devices. For example, our software can be used to create private address lists and to provide the
precise location of an individual. To protect private information like this from security breaches, we may incur
significant costs. If a third party were able to misappropriate our proprietary information or disrupt our
operations, we could be subject to claims, litigation or other potential liabilities that could materially adversely
impact our business. Further, if an individual is unable to use our service to receive the precise location in a
health or life-and-death situation, or if our service provides the wrong information, we could be subject to
claims, litigation or other potential liabilities that could materially adversely impact our business.

The wireless data services provided by our Commercial Segment are dependent on real-time, continuous
feeds from map and traffic data vendors and others. The ability of our subscribers to receive critical location
and business information requires timely and uninterrupted connections with our wireless network carriers. Any
disruption from our satellite feeds or backup landline feeds could result in delays in our subscribers' ability to
receive information. We cannot be sure that our systems will operate appropriately if we experience hardware
or software failure, intentional disruptions of service by third parties, an act of God or an act of war. A failure in
our systems could cause delays in transmitting data, and as a result we may lose customers or face litigation
that could involve material costs and distract management from operating our business.
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If mobile equipment manufacturers do not overcome capacity. technology and equipment

limitations, we may not be able to sell our products and services.

The wireless technology currently in use by most wireless carriers has limited bandwidth, which restricts
network capacity to deliver bandwidth-intensive applications like data services to a large number of users.
Because of capacity limitations, wireless users may not be able to connect to their network when they wish to,
and the connection is likely to be slow, especially when receiving data transmissions. Data services also may
be more expensive than users are willing to pay. To overcome these obstacles, wireless equipment
manufacturers will need to develop new technology, standards, equipment and devices that are capable of
providing higher bandwidth services at lower cost. We cannot be sure that manufacturers will be able to
develop technology and equipment that reliably delivers large quantities of data at a reasonable price. If more
capacity is not added, a sufficient market for our products and services is not likely to develop or be sustained
and sales of our products and services would decline resulting in a material adverse effect on our business,
financial position, results of operations or cash flows.

Because the market for most mobile content delivery and mobile location products is new, our
future success is_uncertain.

The market for mobile content delivery and mobile location products and services is new and its potential is
uncertain. In order to be successful, we need wireless network operators to launch and maintain mobile
location services utilizing our products, and need corporate enterprises and individuals to purchase and use
our mobile content delivery and mobile location products and services. We cannot be sure that wireless
carriers or enterprises will accept our products or that a sufficient number of wireless users will ultimately utilize

our products.

If wireless handsets pose health and safety risks, we may be subject fo new requlations and

demand for our products and services may decrease.

Media reports have suggested that certain radio frequency emissions from wireless handsets may be linked
to various health concerns, including cancer, and may interfere with various electronic medical devices,
including hearing aids and pacemakers. Concerns over radio frequency emissions may have the effect of
discouraging the use of wireless handsets, which would decrease demand for our services. In recent years,
the FCC and foreign regulatory agencies have updated the guidelines and methods they use for evaluating
radio frequency emissions from radic equipment, including wireless handsets. In addition, interest groups have
requested that the FCC investigate claims that wireless technologies pose health concerns and cause
interference with airbags, hearing aids and other medical devices. There also are some safety risks associated
with the use of wireless handsets while driving. Concerns over these safety risks and the effect of any
legislation that may be adopted in response to these risks could limit our ability to market and sell our products

and services.

If we are unable to protect our intellectual property rights or are sued by third parties for infringing
upon intellectual property rights. we may incur substantial costs.

Our success and competitive position depends in large part upon our ability to develop and maintain the
proprietary aspects of our technology. We rely on a combination of patent, copyright, trademark, service mark,
trade secret laws, confidentiality provisions and various other contractual provisions to protect our proprietary
rights, but these legal means provide only limited protection. Although a number of patents have been issued
to us and we have obtained a number of other patents as a result of our acquisitions, we cannot assure you
that our issued patents will be upheld if challenged by another party. Additionally, with respect to any patent
applications which we have filed, we cannot assure you that any patents will issue as a result of these
applications. If we fail to protect our intellectual property, we may not receive any return on the resources
expended to create the intellectual property or generate any competitive advantage based on it, and we may
be exposed to expensive litigation or risk jeopardizing our competitive position. Similarly, third parties could
claim that our future products or services infringe upon their intellectual property rights. Claims like these could
require us to enter into costly royalty arrangements or cause us to lose the right to use critical technology.
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Our ability to protect our inteliectual property rights is also subject to the terms of any future government
contracts. We cannot assure you that the federal government will not demand greater intellectual property
rights or restrict our ability to disseminate intellectual property. We are also a member of standards-setting
organizations and have agreed to license some of our intellectual property to other members on fair and
reasonable terms to the extent that the license is required to develop non-infringing products.

Pursuing infringers of our patents and other intellectual property rights can be costly.

Pursuing infringers of our proprietary rights could result in significant litigation costs, and any failure to
pursue infringers could result in our competitors utilizing our technology and offering similar products,
potentially resulting in loss of a competitive advantage and decreased revenues. Despite our efforts to protect
our proprietary rights, existing patent, copyright, trademark and trade secret laws afford only limited protection.
In addition, the laws of some foreign countries do not protect our proprietary rights to the same extent as do
the laws of the United States. Profecting our know-how is difficult especially after our employees or those of
our third party contract service providers end their employment or engagement. Attempts may be made to
copy or reverse-engineer aspects of our products or to obtain and use information that we regard as
proprietary. Accordingly, we may not be able to prevent the misappropriation of our technology or prevent
others from developing similar technology. Furthermore, policing the unauthorized use of our products is
difficult and expensive. Litigation may be necessary in the future to enforce our intellectual property rights or to
determine the validity and scope of the proprietary rights of others. The costs and diversion of resources could
significantly harm our business. If we fail to protect our intellectual property, we may not receive any return on
the resources expended to create the intellectual property or generate any competitive advantage based on it.

Third parties may claim we are infringing their intellectual property rights and we could be

prevented from selling our products, or suffer significant litigation expense, even if these claims
have no merit.

Our competitive position is driven in pant by our intellectual property and other proprietary rights. Third
parties, however, may claim that we, our products, operations or any products or technology we obtain from
other parties are infringing their intellectual property rights, and we may be unaware of intellectual property
rights of others that may cover some of our assets, technology and products. From time to time we receive
letters from third parties that allege we are infringing their intellectual property and asking us to license such
intellectual property. We review the merits of each such letter, none of which has resulted in litigation as of the
date of this report. However, any litigation regarding patents, trademarks, copyrights or intellectual property
rights, even those without merit, could be costly and time consuming, and divert our management and key
personnel from operating our business. The complexity of the technology involved and inherent uncertainty
and cost of intellectual property litigation increases our risks. If any third party has a meritorious or successful
claim that we are infringing its intellectual property rights, we may be forced to change our products or enter
into licensing arrangements with third parties, which may be costly or impractical. This also may require us to
stop selling our products as currently engineered, which could harm our competitive position. We also may be
subject to significant damages or injunctions that prevent the further development and sale of certain of our
products or services and may result in a material loss of revenue.

The security measures we have implemented to secure information we collect and store may be
breached, which could cause us to breach agreements with our partners and expose us fo potential

investigation and penalties by authorities and potential claims by persons whose information was

disclosed.

We take reasonable steps to protect the security, integrity and confidentiality of the information we collect
and store but there is no guarantee that inadvertent or unauthorized disclosure will not occur or that third
parties will not gain unauthorized access despite our efforts. If such unauthorized disclosure or access does
occur, we may be required to notify persons whose information was disclosed or accessed under existing and
proposed laws. We alsc may be subject to claims of breach of contract for such disclosure, investigation and
penaities by regulatory authorities and potential claims by persons whose information was disclosed.
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Risks Related to Acquisitions
Qur past and future acquisitions of companies or technologies could prove difficult to integrate,

_disrupt our business, dilute stockholder value or adversely affect operating results or the market
price of our Class A common stock. ‘

We have in the past acquired a number of businesses and technologies, and we may in the future acquire
or make investments in other companies, services and technologies. Any acquisitions, strategic alliances or
investments we may pursue in the future will have a continuing, significant impact on our business, financial
condition and operating results. The value of the companies or assets that we acquire or invest in may be less
than the amount we paid if there is a decline of their position in the respective markets they serve or a decline
in general of the markets they serve. If we fail to properly evaluate and execute acquisitions and investments,
our business and prospects may be seriously harmed. To successfully complete an acquisition, we must:

« properly evaluate the technology;

s+ accurately forecast the financial impact of the transaction, including accounting charges and transaction
expenses; .

* integrate and retain personnel;
s retain and cross-sell to acquired customers;

+ combine potentially different corporate cultures; and

- effectively integrate products and services, and research and development, sales and marketing and
support operations.

if we fail to do any of these, we may suffer losses, our management may be distracted from day-to-day
operations and the market price of our Class A common stock may be materially adversely affected. In
addition, if we consummate future acquisitions using our equity securities or convertible debt, existing
stockholders may be diluted which could have a material adverse effect on the market price of our Class A

common stock.

The companies and business units we have acquired or invested in or may acquire or invest in are subject
to each of the business risks we describe in this section, and if they incur any of these risks the businesses
may not be as valuable as the amount we paid. Further, we cannot guarantee that we will realize the benefits
or strategic objectives we are seeking to obtain by acquiring or investing in these companies.

Risks Related to Our Capital Structure and Common Stock

A majority of our Class A common stock is beneficially owned mall number of holders, an
those holders could thereby transfer control of us fo a third party without anyone else’s approval or

prevent a third party from acquiring us.

We have two classes of common stock: Class A common stock and Class B common stock. Holders of
Class A common stock generally have the same rights as holders of Class B common stock, except that
holders of Class A common stock have one vote per share while holders of Class B common stock have three
votes per share. As of January 31, 2009, Maurice B. Tosé, our President, Chief Executive Officer and
Chairman of the Board, beneficially owned 6,876,334 shares of our Class B common stock and
1,848,548 shares of our Class A common stock. Therefore, in the aggregate, Mr. Tosé beneficially owned
shares representing approximately 38.01% of our total voting power, assuming no conversion or exercise of
issued and outstanding convertible or exchangeable securities heid by our other shareholders. Accordingly, on
this basis, Mr. Tosé can exert significant influence over us through his ability to determine the outcome of
elections of directors, amend our charter and by-laws and take other actions requiring stockholder action,
including mergers, going private transactions and other extraordinary transactions. Mr. Tosé could, without
seeking anyone else’s approval, transfer voting control of us to a third party. Such a transfer could have a
material adverse effect on our stock price, and our business, operating results and financial condition.

Mr. Tosé is also able to prevent a change of control regardless of whether holders of Class A common stock

might benefit financially from such a transaction.
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Qur governing corporate documents contain certain anti-takeover provisions that could prevent a
change of control that may be favorable to sharebolders.

We are a Maryland corporation. Anti—takeover provisions of Maryland law and provisions contained in our
charter and by-laws couid make it more difficult for a third party to acquire control of us, even if a change in
control would be beneficial to shareholders. These provisions include the following:

« authorization of the board of directors to issue “blank check” preferred stock;

+ prohibition of cumulative voting in the election of directors;

¢+ our classified board of directors;

¢+ limitation of the persons who may call special meetings of stockholders;

» prohibition on stockholders acting without a meeting other than through unanimous written consent;
« supermajority voting requirement on various charter and by-law provisions; and

+ establishment of advance notice requirements for nominations for election to the board of directors or for
proposing matters that can be acted on by stockholders at stockholder meetings.

These provisions could delay, deter or prevent a potential acquirer from attempting to obtain control of us,
depriving shareholders of an opportunity to receive a premium for Class A common stock. These provisions
could therefore materially adversely affect the market price of our Class A common stock.

Because this report contains forward-looking statements, it may not prove to be accurate.

This report, including the documents we incorporate by reference, contains forward-looking statements and
information relating to our Company. These statements are based upon our current expectations and
assumptions that are subject to a number of risks and uncertainties that would cause actual results to differ
materially from those anticipated. We generally identify forward-looking statements using words like “believe,”
“‘intend,” “expect,” “may,” "should,” “plan,” “project,” “contemplate,” “anticipate,” or other similar statements. We
base these statements on our beliefs as well as assumptions we made using information currently avaitable to
us. We do not undertake to update our forward-looking statements or risk factors to reflect future events or

circumstances.

Statements in this report that are forward-looking include, but are not limited to, the following statements
that

(i) we are well positioned to address the evolving integration needs of our clients through our expertise in
messaging and location determination;

(if) we are developing relationships with communication infrastructure providers and we intend to expand
our domestic and international carrier base;

(iii) we plan to continue to develop and sell software and engineered systems which we will deliver through
deployment in customer networks or through hosted and subscription business models and we believe that our
software is positioned for early adoption by carriers;

(iv) wireless growth is expected to continue to increase in all regions around the world for the foreseeable
future;

(v) both the number of users and messages per individual are projected to increase significantly;

(vi) we will continue to develop network software for wireless carriers that operate on all major types of
networks;

(vii) we will continue to leverage our knowledge of complex call control technology to unlock valuable
information and expand the range of capabilities that the technology can accomplish for our customers;

A {viii) we will continue to invest in our underlying technology and to capitalize on our expertise to meet the
growing demand for sophisticated wireless applications;
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(ix) we intend to continue to selectively consider acquisitions of companies and technologies in order to
increase the scale and scope of our operations, market presence, products, services and customer base;

. (x) the Broadband Global Area Network upgrade of the Inmarsat satellite constellation expands our
opportunity for SwiftLink sales volume;

(xi) we believe our expertise in the area of wireless E9-1-1, location and messaging services, and secure
satellite communications can be leveraged into providing products and services to the Federal agencies;

(xii) we are continuing to enhance our deployable communication systems product line to take advantage of
the evolving environment of satellite communications;

(xiiiy we believe that our company enjoys a competitive advantage because of its secure teleport and
integration capabilities along with deployable systems as a bundled offering;

(xiv) federal agencies, as well as state and local governments, are increasingly contracting with specialist
teams for functions such as network management, and for long-term projects such as software development

and systems integration;
(xv) we expect to continue generate significant portions of our total revenue from our largest customers;

(xvi) we expect to realize $116.0 million of backlog within the next twelve months;

(xvii) the bases on which we expect to continue to compete;

(xviii) we expect to require increasing levels of support from subcontractors and vendors and expand our
work under contract vehicles;

(xix) we believe we have sufficient capital resources to meet our anticipated cash operating expenses,
working capital and capital expenditure and debt services needs for the next twelve months;

(xx) that we believe our capitalized research and development expense will be recoverable from future
gross profits generated by the related products;

(xxi) we believe our intellectual property assets are valuable and that we may realize revenue from patent
infringement claims;

‘ (xxii) we believe we should not incur an material liabilities from customer indemnification requests;

(xxiii) the WWSS procurement vehicle is expected to contribute to significant sales growth and that we
expect to fulfil the potential values under WWSS orders;

(xxiv) expectations about the amount of future non-cash stock compensation;
(xxv) our assumptions and expectations related to income taxes and deferred tax assets;

(xxvi) we do not expect that the adoption of new accounting standards to have a material impact on the
company's financial statements, and

(xxvii) statements about financial covenants related to our loan agreements.

This list should not be considered exhaustive.

Item 1B.Unresolved Staff Comments

None.

[tem 2 Properties

Our principal executive office is located in Annapolis, Maryland in a 29,000 square foot facility under a
lease expiring in March 2011, We have a second 17,000 square foot facility in Annapolis, Maryland under a
- lease expiring in April 2013. The Annapolis facilities are utilized for the executive and administrative offices, as
well as portions of our Commercial and Government Segments. Other leased facilities include a 49,800 square
foot facility in Seattle, Washington under a lease expiring in September 2010, an 11,000 square foot facility in
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Qakland, California under a lease expiring August 2012, During 2008, we vacated a former site and moved our
Tampa, Florida operations to 45,600 flex-space facility under a lease expiring in December 2014. We also ‘
lease a hosting facility in Phoenix, Arizona under a lease that expires in February 2010, which is utilized by our

Commercial Segment.

In addition to the leased office space, we own a 7-acre teleport facility in Manassas, Virginia for teleport
services for our Government Segment customers.

Item 3.Legal Proceedings

In November 2001, a shareholder class action lawsuit was filed against us, certain of our current officers
and a director, and several investment banks that were the underwriters of our initial public offering (the
"Underwriters”): Highstein v. TeleCommunication Systems, inc., et al., United States District Court for the
Southern District of New York, Civil Action No. 01-CV-8500. The plaintiffs seek an unspecified amount of
damages. The lawsuit purports to be a class action suit filed on behalf of purchasers of our Class A Common
Stock during the period August 8, 2000 through December 6, 2000. The plaintiffs allege that the Underwriters
agreed to allocate our Class A Common Stock offered for sale in our initial public offering to certain purchasers
in exchange for excessive and undisclosed commissions and agreements by those purchasers to make
additional purchases of our Class A Common. Stock in the aftermarket at pre-determined prices. The plaintiffs
allege that all of the defendants violated Sections 11, 12 and 15 of the Securities Act, and that the underwriters
viclated Section 10(b) of the Exchange Act, and Rule 10b-5 promulgated thereunder. The claims against us of
violation of Rule 10b-5 have been dismissed with the plaintiffs having the right to re-plead. On February 15,
2005, the District Court issued an Order preliminarily approving a settlement agreement among class plaintiffs,
all issuer defendants and their insurers, provided that the parties agree to a modification narrowing the scope
of the bar order set forth in the settlement agreement. The parties agreed to a modification narrowing the
scope of the bar order, and on August 31, 2005, the court issued an order preliminarily approving the
settlement. On December 5, 2006, the United States Court of Appeals for the Second Circuit overturned the
District Court’s cettification of the class of plaintiffs who are pursuing the claims that wouid be settled in the
settlement against the underwriter defendants. Plaintiffs filed a Petition for Rehearing and Rehearing En Banc
with the Second Circuit on January 5, 2007 in response to the Second Circuit's decision. On April 6, 2007, the
Second Circuit denied plaintiffs’ rehearing petition, but clarified that the piaintiffs may seek to certify a more
limited class in the District Court. On June 25, 2007, the District Court signed an Order terminating the
settlement. On November 13, 2007, the issuer defendants in certain designated “focus cases” filed a motion to
dismiss the second consolidated amended class action complaints that were filed in those cases. On
March 26, 2008, the District Court issued an Opinion and Order denying, in large part, the motions to dismiss , ‘
the amended complaints in the “focus cases.” We intend to continue to defend the lawsuit until the matter is
resolved. We have purchased Directors and Officers insurance policy which we believe should cover any
potential liability that may result from these claims, but can provide no assurance that any or all of the costs of
the litigation will ultimately be covered by the insurance. Na reserve has been created for this matter. More
than 300 other companies have been named in nearly identical lawsuits that have been filed by some of the
same law firms that represent the plaintiffs in the lawsuit against us.

On July 12, 2008, we filed suit in the United States District Court for the Eastern District of Virginia against
Mobile 365 (now Sybase 365, a subsidiary of Sybase Inc.) and WiderThan Americas for patent infringement
related to U.S. patent No. 6,985,748, Inter-Carrier Short Messaging Service Providing Phone Number Only
Experience (“the '748 patent”), issued to the Company. We resolved the matter with regard to WiderThan
Americas, and, during the second quarter of 2007, we received a favorable jury decision that Sybase 365
infringed the claims of our patent. The jury awarded us a one-time monetary payment in excess of $10 million
for past damages and a 12% royalty. The jury also found Sybase 365's infringement willful and upheld the
validity of the patent. After the jury verdict, both parties filed post-trial motions. The court denied Sybase, 365's
post-trial motion for a new trial or a judgment in its favor, granted our motion for a permanent injunction
prohibiting any further infringement by Sybase 3685, but stayed the injunction pending the outcome of any
appeal that may be filed, reduced the jury verdict damages award by $2.2 million and vacated the jury finding
of willful infringement. We expect that Sybase 365 will appeal from the final judgment of the district court to
U.S. Court of Appeals for the Federal Circuit. In the first quarter of 2008, Sybase 365 filed a request for
reexamination of the '748 patent
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claiming that the patent is invalid. In the second quarter of 2008, the United States Patent and Trademark
Office granted the request and began the requested reexamination of the '748 patent. There can be no
assurances to what extent the matter will continue to be successful, if at all. Additionally, we could become
subject to counterclaims or further challenges to the validity of the '748 patent. To date, the Company has not

received or recorded any amounts related to this jury award.

Other than the items discussed immediately above, we are not currently subject to any other material legal
proceedings. However, we may from time to time become a party to various legal proceedings arising in the

ordinary course of our business.

Item 4.Submission of Matters to a Vote of Security Holders

None.

PartIi

Item 5.Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities
Our Class A Common Stock has been traded on the NASDAQ Global Market under the symbol “TSYS"
since our initial public offering on August 8, 2000. The following table sets forth, for the periods indicated, the
high and low closing prices for our Class A Common Stock as reported on the NASDAQ Global Market:
High Low

2009 . : B Tt B L
First Quarter 2009 (through February 20, 2009) % 983 § 7.01
2008 - . T et
FlrstQuarterZ % 398 0§ 271
Second Quarter 2008 Sr$ 5AT $.3.06°
Third Quarter 2008 $ 875 $ 4.19
Fourth Quarter 2008 i$:891: % 458
2007 -
First Quarter 20077 -~ $73.02 000 $.-2,09
Second Quarter 2007 $ 575 $ 3 86
Third Quarter 2007 $ 521§ 345
$ 455 $ 3.02

Fourth Quarter 2007

As of February 20, 2009, there were approximately 263 holders of record of our Class A Common Stock,
and there were 8 holders of record of our Class B Common Stock.

Dividend Policy

We have never declared or paid cash dividends on our common stock. We currently intend to retain any
future earnings to fund the development, growth and operation of our business. Additionally, under the terms of
our loan arrangements, our lender's prior written consent is required to pay cash dividends on our common
stock. We do not currently anticipate paying any cash dividends on our common stock in the foreseeable

future.

Change in Securities and Use of Proceeds

In March 2006, we issued (i) $10 million of secured notes due March 10, 2009, which bore cash interest at
the rate of 14% per annum, and (ii) warrants to purchase an aggregate of 1.75 million shares of our Class A
Common Stock at an exercise price of $2.40 per share. We received net cash proceeds of approximately
$9.3 million from this transaction, which were used for general corporate purposes. In December 2008, the
holders of 1.1 million warrants issued in 2006 exercised those warrants and 1.1 million shares were issued.
The remaining 0.7 million warrants remain outstanding and expire March 2011.
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The consummation of the note purchase agreement and the issuance of notes and warrants thereunder
were conducted as a private placement made fo accredited investors in a transaction exempt from the
registration requirements of the Securities Act. :

With the exception of the notes and warrants issued in March 2008, all of the other securities issued by us
in connection with these transactions have been registered under the Securities Act.

Issuer Purchases of Equity Securities

None.
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Stock Performance Graph

The following graph compares the cumulative total shareholder return on the Company’s Class A Common
Stock with the cumulative total return of the Nasdag Global Market U.S. Index and a mobile data index
prepared by the Company of the following relevant publicly traded companies in the commercial and
government sectors in which we operate: Openwave Systems, Inc.; Comtech Telecommunications Corp.;
Sybase, Inc.; Comverse Technology Inc.; Globecomm Systems Inc.; NCI Inc.; NeuStar, Inc.; Syniverse
Holdings, Inc.; and ViaSat Inc. (the "New Peer Group”)

The composition of the Mobile Data Index has been changed from last year (the “Old Peer Group”) as
follows: Comtech Telecommunications Corp. was added to the remaining companies to comprise the “New
Peer Group” because its mobile communications systems and satellite services business lines are comparable

to our Government Segment business.
The information provided is from January 1, 2002 through December 31, 2008.

This performance graph shall not be deemed “filed” for purposes of Section 18 of the Exchange Act, or
incorporated by reference into any filing of the Company under the Securities Act or the Exchange Act, except
as shall be expressly set forth by specific reference in such filing. The stock price performance shown on the
graph below is not necessarily indicative of future price performance.
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ltem 6.Selected Financial Data

The table that follows presents portions of our consolidated financial statements. You should read the
following selected financial data together with our audited Consolidated Financial Statements and related
notes and with “Management'’s Discussion and Analysis of Financial Condition and Results of Operations” and
the more complete financial information included elsewhere in this Form 10-K. We have derived the statement
of operations data for the years ended December 31, 2008, 2007, and 2006 and the balance sheet data as of
December 31, 2008 and 2007 from our consolidated financial statements which have been audited by Ernst &
Young LLP, independent registered public accounting firm, and which are included in ltem 15 of this
Form 10-K. We have derived the statement of operations data for the years ended December 31, 2005 and
2004 and the balance sheet data as of December 31, 2008, 2005, and 2004, from our audited financial
statements which are not included in this Form 10-K. The historical results presented below are not necessarily
indicative of the results to be expected for any future fiscal year. See “Management's Discussion and Analysis
of Financial Condition and Results of Operations.” As a result of implementation of SFAS 123(R) in 2006, our
non-cash stock compensation expense has been allocated to direct cost of revenue, research and
development expense, sales and marketing expense, and general and administrative expense in our
continuing operations as well as discontinued operations.

Year Ended December 31,
2008 2007 2006 2005 2004
(in millions, except share and per share data)

Statehent of Operations Data:

Revenue Services $ 1014 $ 881 $ 884 $ 750 $ 602
Systems : . 118.8. - 561 366 2720 36.7
Total revenue 220.2 144.2 124.9 102.2 96.9
Direct cost of services revenue 61.6 52.2 .- 525 . 39.2 - 30.9
Direct cost of systems revenue 77.3 37.9 17.9 17.7 21.2
Total direct cost of revenue 138.9 . -1 901 704 . 56.9 52.1
Services gross profit ] 39.8 359 35.8 35.8 29.3
Systems gross profit : 41.5 18.2 18.7 - 9.5 15.5
Total gross profit 81.3 54.1 54.5 45.2 44.8
Research and development expense’ 162 7 7 134 128 13,9 1817
Sales and marketing expense 137 11.9 1.7 10.5 8.0
General and administrative expense 28.2 19.3 17.0 15.0 . -15.0
Depreciation and amortization of
property and equipment o 5.9 6.2 8.0 . 86 7.4
Amortization of goodwill and other:' e S R I LT
intangible assets o 0.1 0.1 0.1 - 0.1 —
Total operating costs and
expenses : 64.2 50.6 49.3 48.2 49.6
- Gain on $ale of patent e TR T e T T e e e PR
Income/(loss) from operations 252 3.5 5.2 (3.0) (4.8)
Interest expense ‘ o (0.9) (1.8) (1.8) (0.7) (3.2)
Amortization of debt discount and
debt issuance expenses, including
$2,458 write-off in 2007 (0.2) (3.2) (1.4) (0.5) —
Debt conversion expense - — — — R (7.9)
Other (expense)/income, net 0.2 0.5 : — (0.1) —
Income/(loss) from continuing , U ‘ s :
operations before income taxes 243 . (1.0). 2.0 4.3y . (15.9)
Benefit from income taxes 33.3 — — — —
Incomef/(loss) from continuing. L T SR e R
operafions..© v LT © 576 ©(0.3). (237 . (71.2) (2.6)
Loss frqm discontinued operations — (0.3) (23.7) (7.2) (2',6)
Net income/(ioss) S BTE T (13) 8 21T T (115) - $ 0 (1855)

Income/(loss) from continuing

_$ (002

share
Net incomie/(Ioss) per share == diluted -~ $

38000 L(0:54) (0.30)
43,063 41,453 39,430 38,823 33,381
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Basic shares used in computation (in
thousands)
Diluted shares used in computation (in".

thousands) 46,644 41453
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As of December 31,

2008 2007 2006 2005 2004
(in millions)

Balance Sheet Data: = : , :
Cash and cash equwalents ) $ 39.0 ] $ 16, 0 $ 10.4 % 93 $ 183
Working capital - S P ~79.1+ 35,07 2B 4 2 B 202
Total assets 182 0 82.1 83.6 90.6 102.4
Capital leasés and long-term debt (including s ; o ~

_current portiony. . ; 11.8 16.1 17.6 16.5 . 18.4
Total liabilities ; 67.7 38.2 4886 415 42.9
Total stockholdérs’ equity - [ Sl 143 - 440 35.1 49.1 59.5

Item 7.Management’s Discussion and Analysis of Financial Condition and Results of Operations

Critical Accounting Policies and Estimates

Management's Discussion and Analysis of Financial Condition and Results of Operations addresses our
consolidated financial statements, which have been prepared in accordance with U.S. generally accepted
accounting principles. The preparation of these financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. On an on-going
basis, management evaluates its estimates and judgments. Management bases its estimates and judgments
on historical experience and on various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying value of assets
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates
under different assumptions or conditions. We have identified our most critical accounting policies and
estimates to be those related to the following:

Revenue Recognition. The Company records revenue from multiple element arrangements under the
guidance governed by AcSEC Statement of Position (SOP) No. 97-2 “Software Revenue Recognition”, as
modified by SOP No. 98-9 “Software Revenue Recognition, With Respect to Certain Transactions”, SEC Staff
Accounting Bulletin SAB no. 104 “Revenue Recognition in Statements” and EITF Issue Number 00-21
“Revenue Arrangements with Multiple Deliveries.” At the time of entering into each customer agreement or
arrangement, each element is identified and the revenue, cost of revenue, and gross profit for each deliverable
is recorded and presented separately as either systems or services. The sale of products and product related
solutions to customers are classified as systems revenue within the Company’s Statement of Operations. This
typically is an integrated solution that may include licenses, hardware and labor to deliver the product and/or
solution per the customer's specifications. Services revenue include the elements of the contract typically
related to maintenance or other recurring services performed over an extended period. Each of these captions
represents more than 10 percent of the Company’s total revenue. There is no other category of revenue
described in Rule 5-03 of Regulation S-X in which the Company is currently engaged, so that further sub
captions are not necessary at this time. The Company considered Rule 5-03 of Regulation S-X as it relates to
the labor portion of the systems revenue. The Company will continue to periodically assess the materiality of
the labor portion of systems revenue and classify the amount as services if significant.

Under the provisions of SOP 97-2, if significant customization is not required, the Company recognizes
revenue for all delivered elements of a software sale at the point when all four criteria of revenue recognition
are met and, the Company has vendor-specific objective evidence (VSOE) of fair value for all identified
undelivered elements. We sell communications systems incorporating our licensed software for enhanced
services, including text messaging and location-based services to wireless carriers. These systems are
designed to incorporate our licensed software. Systems revenues typically contain multiple elements, which
may include the product license, installation, integration, and hardware. The total arrangement fee is allocated
among each element based on vendor-specific objective evidence of the fair value of each of the elements.
Fair value is generally determined based on the price charged when the element is sold separately. In the
absence of evidence of fair value of a delivered element, revenue is allocated first to the undelivered elements
based on fair value and the residual revenue to the delivered elements. The software licenses are generally
perpetual licenses for a specified volume
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of usage, along with the purchase of annual maintenance at a specified rate. We recognize license fee
revenue when each of the following has occurred: (1) evidence of an arrangement is in place; (2) we have
delivered the software; (3) the fee is fixed or determinable; and (4) collection of the fee is probable. Software
projects that require significant customization are accounted for under the percentage-of-completion method.
We measure progress to completion using costs incurred compared to estimated total costs or labor costs
incurred compared to estimated total labor costs for contracts that have a significant component of third-party
materials costs. We recognize estimated losses under long-term contracts in their entirety upon discovery. If
we did not accurately estimate total costs to complete a contract or do not manage our contracts within the
planned budget, then future margins may be negatively affected or losses on existing contracts may need to
be recognized. Software license fees billed and not recognized as revenue are included in deferred revenue.

The Company recognizes contract revenue as billable costs are incurred and for fixed-price product
delivery contracts using the percentage-of-completion method or proportional performance method, measured
by either total labor costs or total costs incurred compared to total estimated labor costs or total costs to be
incurred in accordance with Statement of Position 81-1. We recognize estimated losses on contracts in their
entirety upon discovery. If we did not accurately estimate total labor costs or total costs to complete a contract
or do not manage our contracts within the planned budget, then our future margins may be negatively affected
or losses on existing contracts may need to be recognized.

Acquired Intangible Assets. The acquired intangible assets are amortized over their useful lives of
between five and nineteen years, based on the greater of the straight-line method or the revenue curve
method. We evaluate acquired intangible assets when events or changes in circumstances indicate that the
carrying values of such assets might not be recoverable. Our review of factors present and the resulting
appropriate carrying value of our acquired intangible assets are subject to judgments and estimates by
management. Future events such as a significant underperformance relative to historical or projected future
operating results, significant changes in the manner of our use of the acquired assets, and significant negative
industry or economic trends could cause us to conclude that impairment indicators exist and that our acquired
intangible assets might be impaired. There have been no changes in the valuation of the Company’s acquired
intangible assets for the current period. The expense recognized in 2008, 2007, and 2006 relates to the
intangible assets acquired with the 2004 acquisition of assets from Kivera Inc., including customer lists,

customer contracts, trademarks, and patents.

Impairment of Goodwill. The Company performs an annual analysis of our goodwill for impairment in
accordance with SFAS 142, “Goodwill and other Intangible Assets”. The analysis of goodwill includes, among
other factors, estimating future cash flows to be received from the assets. At December 31, 2008, goodwill was
$1.8 million and we determined that the fair value of our goodwill exceeded the carrying value. Material
differences in our assumptions and valuations in the future could result in a future impairment loss.

Stock Compensation Expense. Effective January 1, 2006, we adopted the fair value recognition
provisions of SFAS 123(R), using the modified prospective transition method. Under the fair value recognition
provisions of SFAS 123(R), we estimate the fair value of our employee stock awards at the date of grant using
the Black-Scholes option pricing model, which requires the use of certain subjective assumptions. The most
significant of these assumptions are our estimates of expected volatility of the market price of our stock and
the expected term of the stock award. We have determined that historical volatility is the best predictor of
expected volatility and the expected term of our awards was determined taking into consideration the vesting
period of the award, the contractual term and our historical experience of employee stock option exercise
behavior, We review our valuation assumptions at each grant date and, as a result, we could change our
assumptions used to value employee stock-based awards granted in future periods. In addition, we are
required to estimate the expected forfeiture rate and only recognize expense for those awards expected to !
vest. If our actual forfeiture rate were materially different from our estimate, the stock-based compensation
expense would be different from what we have recorded in the current period. SFAS 123(R) requires that
employee stock-based compensation costs be recognized over the vesting period of the award and we have
elected the straight-line method as the basis for recording our expense.

Income Taxes. Income taxes are accounted for under the provisions of SFAS 108, “Accounting for Income
Taxes”. We use the asset and liability method of accounting for deferred income taxes. We assess the

likelihood
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that our deferred tax assets will be recovered from future taxable income. Significant management judgment is
required in determining any valuation allowance recorded against the net defetred tax assets. Our evaluation
of the realizability of our deferred tax assets is inherently subjective and is based on our analysis and . )
weighting of various positive and negative evidence available to us. This evaluation includes estimates and
assumptions about a number of market, execution and economic variables, It is possible that actual results
may differ from assumptions and require adjustments to allowances. On January 1, 2007, the Company
adopted the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (FIN 48) which
prescribes a minimum recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position. FIN 48 also provides guidance on derecognition, measurement,
classification, interest and penalties, accounting interim periods, disclosure and transition. If a tax position does
not meet the more-likely-than-not initial recognition threshold, no benefit is recorded in the financial
statements.

Overview and Recent Developments

We operate two business segments: (i) our Commercial Segment, which consists principally of enhanced
communication services to and from wireless phones, location application software, our E9-1-1 application and
other hosted services for wireless carriers and Voice Over IP service providers, and (ii) our Government
Segment, which includes the design, development and deployment of information processing and
communication systems, mainly satellite-based, and related services to government agencies.

This Management's Discussion and Analysis of Financial Condition and Results of Operations provides
information that our management believes to be necessary to achieve a clear understanding of our financial
statements and results of operations.

Our management monitors and analyzes a number of performance indicators in order to manage our
business and evaluate our financial and operating performance. Those indicators include:

« Revenue and gross profit. We derive revenue from the sales of systems and services including recurring
monthly service and subscriber fees, maintenance fees, software licenses and related service fees for
the design, development, and deployment of software and communication systems, and products and
services derived from the delivery of information processing and communication systems to
governmental agencies.

+ Gross profit represents revenue minus direct cost of revenue, including certain non-cash costs. The
major items comprising our cost of revenue are compensation and benefits, third-party hardware and / .
software, amortization of software development costs, non-cash stock-based compensation, and
overhead expenses. The costs of hardware and third-party software are primarily associated with the
delivery of systems, and fluctuate from period to period as a result of the relative volume, mix of projects,
level of service support required and the complexity of customized products and services delivered.

Amortization of software development costs, including acquired technology, is associated with the
recognition of systems revenue from our Commercial Segment.

+ Operating expenses. Our operating expenses are primarily compensation and benefits, professional fees,
facility costs, marketing and sales-related expenses, and travel costs as well as certain non-cash
expenses such as non-cash stock compensation expense, depreciation and amortization of property and
equipment, and amortization of acquired intangible assets.

Liquidity and cash flows. The primary driver of our cash flows is the results of our operations. Important
other sources of our liquidity are our leases secured for the purchase of equipment and potential
borrowings under our credit lines.

» Balance sheet. We view cash, working capitai, and accounts receivable balances and days revenues
outstanding as important indicators of our financial health.
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Results of Operations

‘ Revenue and Cost of Revenue

The following discussion addresses the revenue and cost of revenue for the two segments of our business.
For information regarding the results of the Enterprise assets, see Discontinued Operations — Enterprise
assets below.

Commercial Segment:

2008 vs. 2007 vs.
2007 2006
(8 in millions) 2008 2007 $ % 2006 $ %
Services revenue . i il ui $0 T 644§ 58.8 0§ 6.6 L 10%.0 80 59.7 00 80,8 L T (2%)-
Systems revenue 37 4} 16 5 20 9 127% 17 2 0.7) (4%)
- Total Commercial Segment R
revenue. = ol T 101, 8. ‘753;; 265 T 35% 770 (17D Q%)
Direct cost of services o .324 294 30 - 10% 314  (20)  (6%)
Direct cost of systems.. it s eI g Qe LB 0 8.8 L T8 % B2 -~ (0.2). 0 (4%)
Total Commercial Segment cost of
revenue 41.3 34.4 6.9 20% 36.6 - (2.2) (6%)
Services gross profit SN UTIR20 294 T 208 0% 288 T A%
Systems gross profit 28.5 11.5 17.0 148% 12.0 0.5 (4%)
. Total Commerctal Segment gross T T e B R s e :
profit ()55 = = %605 §74090 7 $:19.6 T 48% 0 §7403 .08 .06 1%
Segment gross profit as a percent of
revenue 59% 54% 52%
(1) See discussion of segment reporting in Note 20 to the audited Consolidated Financial Statements
presented elsewhere in this Annual Report on Form 10-K.
Commercial Services Revenue and Cost of Revenue:
: Our hosted offerings include our E9-1-1 service for wireless and Voice over Internet Protoco! (VolP) E9-1-1
service providers, hosted Position Determining Entity (PDE) service, and hosted Location Based Service (LBS)
applications. Revenue from these offerings primarily consists of monthly recurring service fees and is

recognized in the month earned. E9-1-1, PDE, VoIP and hosted LBS service fees are priced based on units
served during the period, such as the number of customer cell sites served, the number of connections to
Public Service Answering Points (PSAPs), or the number of customer subscribers served. Subscriber service
revenue is generated by client software applications for wireless subscribers such as Rand McNally® Traffic.
Maintenance fees on our systems and software licenses are collected in advance and recognized ratably over
the maintenance period. Unrecognized maintenance fees are included in deferred revenue. Custom software
development, implementation and maintenance services may be provided under time and materials or

fixed-fee contracts.

Our commercial services revenue increased $5.6 million or 10% in 2008 from 2007 due to growth in hosted
service customer volume and new hosted service customers and increased maintenance fees due to higher
cumulative system license sales. The 2% decrease in 2007 from 2006 was due to decreases in average fees
received per unit under pricing arrangements with some wireless E9-1-1 customers, and the loss of a mid-tier
carrier customer in the third quarter of 2008 offset by increased maintenance revenue on our installed software

base.

The direct cost of our services revenue consists primarily of compensation and benefits, network access,
data feed and circuit costs, and equipment and software maintenance. The direct cost of maintenance revenue
consists primarily of compensation and benefits expense. For the year ended December 31, 2008, the direct
cost of service revenue increased 10% over the same period in 2007 in direct relation to increase in revenues.
For the year ended December 31, 2007, the direct cost of services revenue decreased 6% compared to 2006.
During 2007, we incurred less labor and direct costs related to custom development efforts and deployment
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requirements of VoIP E9-1-1 infrastructure than in 2006. While we increased the number of cell sites,

subscribers and public safety answering points (PSAPs) served, our overall circuit and data access costs were

relatively consistent year to year. For 2008, the cost of circuit and other data access costs accounted for '
approximately 13% of total direct costs of commercial service revenues. The cost of circuit and other data

access costs accounted for approximately 15% and 11% of the total direct costs of our commercial service

revenues for 2007 and 2006 respectively.

Commercial services gross profit for the year ended December 31, 2008 was 9% higher than in 2007 on
higher revenue with a comparable percentage increase in labor, fringe and contractor costs. Commercial
services gross profit in 2007 was 4% higher than in 2006 based on improved operating efficiencies.

Commercial Systems Revenue and Cost of Revenue

We sell communications systems incorporating our licensed software for enhanced services, including text
messaging and location-based services to wireless carriers. These systems are designed to incorporate our
licensed software. We design our software to ensure that it is compliant with all applicable standards.
Licensing fees for our carrier software are generally a function of its volume of usage in our customers’
networks. As a carrier's subscriber base or usage increases, the carrier must purchase additional capacity
under its license agreement and we receive additional revenue. We may also realize license revenue as a
result of infringement claims that we make in enforcing our patents. In 2006, we reached a settlementon a
patent infringement case and won a jury award of more than $10 million in another infringement case; no
revenue has been recognized on the second case pending post trial motions, appeals, and potential
settlement.

Commercial systems revenue in 2008 was 127% higher than in 2007 due to higher sales of licenses for text
. messaging capacity and customer hardware upgrades. Commercial systems revenue in 2007 was 4% lower
than in 2006 due mainly to lower sales of text messaging licenses.

The direct cost of commercial systems consists primarily of compensation, benefits, purchased equipment,
third-party software, travel expenses, and consulting fees as well as the amortization of both acquired and
capitalized software development costs for all reported periods. The direct cost of the license component of
systems is normally very low, and the gross profit very high since the software development efforts were
expensed in prior periods. The direct cost of systems includes amortization of software development costs of
$2.1 million, $1.5 million, and $1.3 million, respectively, in 2008, 2007, and 2006.

Our commercial systems gross profit was $28.5 million in 2008, a 148% or $17.0 million increase from : .
2007. Commercial systems gross profit was $11.5 million in 2007, or a 4% decrease from 2006. Systems '
gross margins are higher in periods when systems revenue includes a higher proportion of software licenses
relative to third party system components and integration labar, as was the case in 2008 and 2006.
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Government Segment:

__2008vs.2007

2007 vs, 2006

$ %

{$ in millions) 2008 2007

$ %

Services revenue & 7t
Systems revenue
Total Govemment Segment :

S 44%

revenue . o E S : R i L T2% :
Directcostofsenvices 202 228 64  28% 214 17 8%
Direct cost'of systems ™77 Se U683 32,90 354 . 7.108% . 1270 020200 169% ¢
Total Government Segment cost of
revenue 33.8 21.9 65%
Services gross profit 7.5 (1.0) > (13%)
Systems gross profit 6.7 — NM
‘Total Govemment Segmentgross N
< profit (1) - B § 142 8 (1070 7%
Segment gross proﬁt as a percent of
revenue 18% 19% 30%

(1) See discussion of segment reporting in Note 20 fo the audited Consolidated Financial Statements
presented elsewhere in this Annual Report on Form 10-K. (NM = Not meaningful)

For 2008, Government Segment revenue increased 72% reflecting increases in both services and systems
revenue, Government Segment revenue in 2007 and 2006 increased 44% and 32%, respectively, reflecting
increases in both services and systems revenue. During the third quarter of 2006, we were one of six vendors
selected by the U.S. Army to provide secure satellite services and systems under a five year contract vehicle,
with a possible maximum value of up to $5 billion for the six vendors. The WWSS contract vehicle is expected
to continue to contribute significant government systems sales growth through 2011. The Company’s
Government Segment has been awarded participation as a prime or sub-contractor to provide similar
satellite-based technology under several other contract vehicles. For the year ended December 31, 2008, the
Company was awarded 6 new delivery orders and received incremental funding against two delivery orders
initially issued in 2008 under the WWSS vehicle with a total contract value of $84.5 million, of which
$61.6 million was fulfilled, resulting in 2008 revenue. The total potential value of all WWSS awards received to
date is $366.7 million of which $124 million has been funded which we currently expect to fulfill over the next

three years.

Government Services Revenue and Cost of Revenue:

Government services revenue increased to $36.9 million in 2008 from $29.3 million in 2007 and
$28.6 million in 2006. These increases were generated by new and expanded-scope contracts resulting from
increased sales emphasis on communications and information technology service work, increased revenue
generated from satellite airtime services using our teleport facilities, and maintenance and field support
associated with our systems sales. Continuing growth is expected from higher usage of our teleport -related
services and continuing incremental additions of technical outsource service personnel. System maintenance
fees are collected in advance and recognized 